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Buy United States War Bonds 


BROOKLYN TRUST 


NEW YORK OFFICE: 
26 Broad Street 
New York, N.Y. 


MAIN OFFICE: 
177 Montague Street 
Brooklyn, N.Y. 


Summary of Statement at the Close of Business, 
December 31, 1942 
RESOURCES 


Cash on Hand and due from Federal Reserve 


Bank and Other Banks . 
U. S. Government Securities 
State and Municipal Bonds 
Other Securities . 
Call Loans and Bankers Acceptances . P 
Demand Loans Secured by Collateral 
Time Loans Secured by Collateral 
Bills Purchased . 


Loans on Bonds and Mortgages 
Bank Buildings . or 
Other Real Estate ; 
Customers’ Liability on Acceptances ; 
Other Resources 


LIABILITIES 


Capital 

Surplus. 

Undivided Profits 

Reserves 

Deposits . . 

Dividend payable January 2, 1943 
Outstanding Acceptances : 
Other Liabilities, reserve for taxes, etc. ; 


$ 56,679,816.42 
85,154,795.21 
6,218,771.46 
3,732,093.94 
5,202,037.54 
7,023,135.94 
3,174,314.33 
9,050,487.68 
1,488,840.67 
4,515,377.16 
263,263.88 
10,566.25 
590,597.30 


$183,104,097.78 


$ 8,200,000.00 
4,675,000.00 
1,429,794.21 
614,057.53 
167,551,332.24 
164,000.00 
18,333.25 
451,580.55 


$183,104,097.78 


As required by law, United States Government and State and Municipal bonds carried at 
$29,041,760.00 are pledged to secure public deposits and for other purposes. 


One of the Oldest Trust Companies in the United States 


MEMBER FEDERAL RESERVE SYSTEM AND FEDERAL DEPOSIT INSURANCE CORPORATION 
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THE DOOR THAT OPENED IN 1822...“for the 
purpose of accommodating the citizens of the state.” 


Quoted from our original charter 
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MANAGEMENT OF INVESTMENTS 
TRUSTEE UNDER CORPORATE INDENTURES 
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cunnaeo war LTUSL Company 
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HE full impact of total war will 
probably be brought home dur- 
ing 1943, as the nation’s industry 
passes the “tooling up” stage and 
graduates into all-out production. 
The budget estimate of $74 billion 
for war expenditures alone during 
the fiscal year 1943 — compared 
with $26 billion actually expended 
in the previous year—indicates the 
rapid rise in tempo as assembly 
lines get into capacity operation. 
In November and December the 
rate of total government expendi- 
tures was already between $70 and 
$75 billion, though the zenith is not 
yet reached, and many production 
schedules were impeded by lack or 
delay of critical materials. Ability 
of the war agencies, especially of 
the top W.P.B., to open supply bot- 
tlenecks and improve their schedul- 
ing program will in large measure 
determine the degree of progress, 
for this is a Machine War. Of equal 
importance is the solution of man- 
power difficulties, not simply as to 
volume of employment but as to job 
stability, lengthening of the work- 
week wherever supplies are ade- 
quate to the optimum of 48-50 
hours (from the present average of 
about 43 hours) and elimination 
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MAJOR ISSUES ON THE 1943 HOME FRONT 








of lost time and motion through 
strikes and absenteeism, and cutting 
of red tape. : 


Realism and a war-before-reform at- 
titude will have to replace politics in 
wage policy as it has begun to do in tax- 
ation, if this is to be accomplished and 
if the agricultural manpower shortage 
is not to become the number one trouble- 
spot, with abortive attempts to spur pro- 
duction by subsidies of the sort which 
will only accentuate the flight to the in- 
flation stratosphere. Since 1939, aver- 
age weekly factory wages have risen 
nearly 65%, with increase in living costs 
to wage-earners held to about 20% by 
various means, some of which have put 
the squeeze on civilian business to the 
extent that many producers and merch- 
ants may be forced to the wall—or be 
redeemed by more temporizing subsidies. 


The President’s proposed budget of 
$109 billion for the single year beginning 
next July is equal to about three times 
the total spending in World War I. 
The estimated deficit of $71 biillons 
for the year ended July 1, 1944, will 
bring our national debt to the record 
height of $210 billion. Even with some 
fifty million people paying taxes of $35 
billion under present revenue laws, and 
with the proposed increase of sixteen 
billions of revenue, a huge potential in- 
flation is being built up that can only be 
prevented by sweeping and costly con- 
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trols, so long as not only is there no 
over-all reduction of income to balance 
reduction of goods supply, but actually 
a vast increase in net incomes of mil- 
lions of workers and many entrepreneurs 
which is not recaptured by tax. The need 
for post-war refunds — for individuals 
and corporations—is thus greater than 
ever, and it has been left to Congress 
to decide the extent to which compulsory 
savings will be used to finance the war. 


Private Business and Private Sacrifice 


OR small business, in addition to war 

conversiun, there is becoming evi- 
dent a possibility for usefulness, where 
they can obtain necessary materials and 
machines, in producing some short lines 
of essential consumers goods, but the 
general outlook is poor, especially for re- 
tail trade. There is much talk about 
“doing something” for them, but it will 
rest largely upon their adaptability and 
local assistance. Major items needed 
this year will, apparently, be planes and 
ships—where subcontracting may offer 
opportunities — while adjustments to 
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changing military requirements tend to 
force shutdowns in some lines and con- 
centration in big plants for others. Even 
so, the production end will generally 
be more satisfactory than distribution 
because of the transportation bottleneck, 
but this situation is expected to improve 
with the expansion of shipbuilding. 

Underlying the whole war program, 
however, will be the temper of the peo- 
ple, awaking to the seriousness of war 
while feeling the ever-tightening belt of 
rationing. On their willingness to sac- 
rifice now, rather than build up a day of 
deferred reckoning, will depend the fut- 
ure course. Of one thing we are sure: 
experience and hard facts have shaken 
the socialistic illusions and animosity 
toward business out of many in respon- 
sible places, and we have today perhaps 
one of the finest, most nationally-minded 
Congresses we have had for many years. 
There is an unusual opportunity and 
duty for business to exercise initiative 
wherever possible and to cooperate with 
their abler representatives in formulat- 
ing policies and programs. 


COMMITTEE ON ECONOMIC DEVELOPMENT 


HE birth of new agencies in Wash- 

ington is no novelty, but the creation 
by private industrialists of an indepen- 
dent national planning council of busi- 
nessmen, to seek ways and means to meet 
post-war conditions and needs in a free 
enterprise system, is good news of the 
first water. Privately financed and com- 
posed of leaders from all spheres of in- 
dustry who are a self-perpetuating board 
of trustees, the new Committee on Eco- 
nomic Development, with the active sup- 
port of all related governmental agencies, 
offers a correlating medium and research 
center for post-war planning that can be 
of immense value. That it will be so in 
practice is indicated by the initial step 
taken to bring this work to the grass- 
roots issues by organization of local com- 
mittees in three test centers, Peoria, 
Reading and Wheeling, as a basis for mo- 
bilizing by communities. District Chair- 
men have been appointed in every Fed- 
eral Reserve District and an advisory 
board of social scientists formed. Later, 


other related groups will probably be 
affiliated so that all business, farm and 
labor problems will be considered. 

Previous developments in the Business 
Advisory Council, paralleling concerns of 
the Department of Commerce, had dem- 
onstrated the desirability of being pre- 
pared for the impacts of peace, and while 
the primary concern of industry contin- 
ues to be directed to war production, 
transition to peace-work with useful em- 
ployment of an estimated 55 millions af- 
terwards is recognized as a part of the 
same equation. In announcing the Com- 
mittee’s formation on January 2nd the 
chairman, Paul Hoffman of Studebaker, 
estimated that an annual output of over 
$135 million would be necessary for this 
reemployment. 

“Only if a substantial majority of 
American business men begin to make 
their post-war plans now, and, provided 
an environment favorable to business en- 
terprise prevails, can these objectives 
be reached and new jobs created in suf- 
ficient numbers,” Mr. Hoffman said. 
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URING 1942 many steps were taken 

to combat inflation. In January, 
the Emergency Price Control Act was 
passed; in April the General Maximum 
Price Regulation was announced and 
rent control was extended; in May in- 
stallment credit controls were tighten- 
ed; in October the second Price Control 
Act was passed to control wages and 
farm prices and the Board of Economic 
Stabilization was created; in November 
the 1942 tax bill was finally passed; 
throughout the year increasing empha- 
sis was placed upon the sales of war 
savings bonds and rationing programs. 
The combined effect of these measures 
was reflected in the relatively small rise 
in wholesale prices (6%) and cost of 
living (8%) during this period, com- 
pared with 19% and 11% respectively 
from January 1941 to January 1942. In 
light of the greater pressures to which 
the economy has been subjected in the 
past months, this is an excellent record. 


Despite these controls, the inflation 
battle is far from won. The farm bloc 
has been pressing for further rises in 
farm prices. Already it is being sug- 
gested in many quarters that with Mr. 
Henderson’s resignation the “lid is off.” 
Retreats are becoming more frequent 
on the price front. Under a general 
price ceiling there are no safety valves 
where excess purchasing power can 
find an outlet in harmless price in- 
creases such as is possible under a sys- 
tem of selective control. One of the 
first problems which should be consid- 
ered by the new Price Administrator 
is whether or not price ceilings should 
be abandoned for luxury and other un- 
essential products. Rises in these prices 
would not seriously affect the low in- 
come group, would have no cumulative 
effect, and would not result in the di- 
version of essential materials which are 
all controlled by the W. P. B. The ma- 
jor remaining objection to decontroll- 
ing such prices is that some producers 
might make excessive profits. But this 


does not seem to be a serious problem 
since their volume will be declining and 


ALTERNATIVE TO INFLATIONARY PRICE RISE 









the major part of any excess profits can 
be recovered through taxes. 

The basic problem arises from the 
fact that purchasing power in the hands 
of consumers continues to increase 
while the supply of goods available to 
them steadily declines. The inflation- 
ary pressure, therefore, is destined to 
increase rather than to diminish in the 
coming months. The remedy for this 
situation is found not in price ceilings 
but in a determined fiscal policy which 
modifies the causes of the inflation. Tax- 
es must be raised still higher. New 
taxes, such as a sales tax in some form, 
must be adopted. To facilitate the pay- 
ment of income taxes we must shift to 
a pay-as-you-go basis immediately. 
While voluntary savings have been at 
record heights they must be supple- 
mented by some plan of forced savings. 
We are finding out, as England did, 
that it is difficult to instill savings hab- 
its quickly enough to compensate. 


Even with adoption of such measures, 
billions will have to be raised from the 
commercial banks and to the extent 
that such borrowings exceed current 
savings, a further inflationary pressure 
will develop. It is the task of Con- 
gress to keep this pressure at a mini- 
mum; it is the task of the Price Admini- 
strator to see that the remaining pres- 
sure is reflected in such a way that it 
does not interfere with the war effort 
and increase war costs. Failure to take 
these steps will necessitate a great ex- 
tension of the area of rationing with 
all the administrative headaches that 
involves, the development of black mar- 
kets, and finally a breakdown of the 
price controls. Among those who would 
be most adversely affected by these de- 
velopments are the beneficiaries of trust 
funds and estates. Trustees therefore 
have a responsibility to support an an- 
ti-inflationary program and the observ- 
ance of these regulations in their own 
communities. The Great God Mars must 
be paid. If the payment is not by means 
of an equitable tax and savings pro- 
gram then it will be by means of an 
inequitable price rise. 
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PROGRAM vs. RED TAPE IN CIVILIAN SUPPLIES 


O prevent the shortages of supplies 

essential to civilian health and effi- 
ciency—or generically, “morale’—from 
becoming more unnecessarily acute and 
even dangerous, a definite program is an 
immediate necessity. It is proper that 
nothing should interfere with the chief 
job of supplying the military, but the 
public is very liable, and rightly, to criti- 
cize the lack of foresight which concen- 
trated on that end to the practical ex- 
clusion of a program to guard the wel- 
fare of the 125 million on the home and 
production fronts. As pointed out for 
the last year in these columns, it was not 
only possible but highly desirable to ap- 
proach war planning from both ends: 
military maximum in the shortest possi- 
ble time, and essential civilian minima. 
The news that the O.P.A. did not even 
know how many fuel-oil coupons were 
issued, is but one of many lamentable 
proofs that this has not been done, and 
today we see not only a complete ab- 
sence of butter in some markets, but an 
absence also of butter substitutes. This 
indicates that the ersatz program, work- 
ed out most carefully in Germany and 
other countries, has received at best a 
cavalier consideration here. 

The result has been much confusion 
and expense in rationing, loss of time 
and ineffectual marketing, an avalanche 
of complicated rules and forms for mer- 
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chants, extensive controls implemented 
now by policing work of consumers, all 
of which irritates the American people 
to an extent that can seriously em- 
barrass the whole rationing program. To 
many, the “pleasure-driving” check-ups 
and threats against “hoarders” smack of 
a Gestapo-complex in Washington, and 
to practically all are sufficient evidence 
of policy confusion and red tape. A great 
part of the troubles in price and ration- 
ing control arises directly out of the un- 
willingness of the Administration to face 
the real issues and control the causes at 
their source. Control of the effects or 
symptoms is of the same sort of tempor- 
izing as the old medicine-man used when 
he painted the small-pox victim. 

There are able men in Washington and 
elsewhere, men with the practical know- 
how of experience and ability, but too 
often they have responsibility without 
power; too often the flood waters are 
loosed by political dictates of social re- 
formers still thinking of the famous “‘un- 
derprivileged” when all are underpriv- 
ileged in wartime. A civilian program 
must be set up and quickly, for though 
much irreparable damage has been done 
by paternalistic fiscal and wage policies, 
much can be done, probably either un- 
der the auspices of the Office of Econ- 
omic Stabilization or the more experi- 
enced Departments of Commerce and Ag- 
riculture, cooperating with W.P.B. For 
example, national registration at food 
stores—with transfer privileges where 
customers move to other localities—is an 
overdue step to assure the better flow 
and scheduling of foods. In view of the 
selfish advantage being taken by some 
manufacturers and distributors who are 
even now withholding, for a higher dis- 
tress price, needed supplies of already 
made goods, it may be necessary to 
provide some means of registration of 
these sources to prevent black markets, 
particularly in the case of those specu- 
lators who have their offices in their 
hats. Other measures, to assure ade- 
quate farm labor (perhaps largely on a 
part-time basis), transport facilities and 
substitute products, will be forced by 
further pressure on the public’s stomach. 
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FOOD SHORTAGE AND RATION POLICY 


HE “land of plenty” is rapidly be- 

coming the land of rationing. The 
huge demands of the Armed Services 
and of Lease-Lend, the interruption to 
transportation, the loss of farm labor 
to more highly paid war industries, the 
loss of overseas supplies and the related 
wartime pressures are creating serious 
shortages of some vital food supplies 
for civilians. In many cases (e.g. meat) 
the available supplies are at record 
levels but are still inadequate to meet 
the huge demand stemming from the 
swollen volume of purchasing power in 
the hands of consumers. In other in- 
stances (e.g. condensed milk) excessive- 
ly large stocks appear to have been ac- 
cumulated by the authorities with the 
consequent aggravation of the shortage 
of civilian supplies. Other shortages 
seem to have been aggravated by the 
price policies of O.P.A. and by consum- 
er hoarding, part of which has been oc- 
casioned by advance government an- 
nouncements of shortages. Thus, the 
Department of Agriculture’s recent 
statement that there would be a reduc- 
tion of one billion pounds in dairy pro- 
ducts was followed by a wave of hoard- 
ing of the affected products. 

Although Elmer Davis has stated that 
“Everyone in the government who has 
anything to do with rationing programs 
is in agreement that it would be a good 
idea not to announce any rationing 
measures until they are ready to be put 
into operation,” the fact remains that 
general rationing has usually been an- 
nounced in advance and this has en- 
couraged excessive hoarding. Sugar, 
coffee, gasoline, meat and now canned 
goods all illustrate this point. The ad- 
vance notice of the canned goods ration- 
ing has been justified on the following 
grounds: large numbers of food dealers 
would have to be made familiar with the 
program; the “utmost confusion would 
follow were we to start the rationing 
program without sufficient time to in- 
form the public,” and the need to dis- 
tribute the new rationing books. In 
answer it may be pointed out that in 
England the point system for clothing 


and later for canned goods was intro- 
duced without advance notice and with- 
out the benefit of an educational cam- 
paign, yet they were nevertheless intro- 
duced successfully. Secondly, the pub- 
lic could be taught the mechanics of the 
point system without disclosing the pro- 
ducts to be pointed. The importance of 
withholding advance notice is realized 
in other countries; butter was recently 
rationed overnight in Canada; when the 
plans to ration soap in England were 
being formulated, the code word “nut- 
meg” was used in internal memoranda. 
Why can’t a similar policy be followed 
here? The supposed protection against 
hoarding—namely the necessity of de- 
claring excess stocks—is a joke, since 
the people who hoard know fully well 
that there is no practical way in which 
they can be checked. 


The rationing of canned fruits, vege- 
tables, juices, and soups has been made 
necessary by the sharp curtailment of 
these goods for civilian use. But other 
canned goods are also in short supply, 
e.g. canned fish, condensed milk, etc. 
Why aren’t these products included in 
the rationing? It would be better to 
make this ration as comprehensive as 
possible because the alternative is a 
“run” on the unrationed items. Since 
the supply of these other canned goods 
is also small the coverage should be re- 
vised to include them. 


Rationing of essential foodstuffs is a 
necessary feature of a modern war 
economy and the authorities should, 
therefore, move in whenever shortages 


appear imminent. Unfortunately the 
confusion attending some phases of ra- 
tioning to date (e.g. the authorities ad- 
mit they don’t know how many fuel oil 
coupons have been issued) has aroused 
many members of Congress. The cure 
is not found in the elimination of ration- 
ing but rather in the introduction of 
more common sense in the administra- 
tion of the necessary programs and the 
adoption, whenever possible, of simple 
methods rather than incomprehensible 
formulae. 
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MANPOWER UTILIZATION AND TIME AND A HALF 


T is still argued in official quarters 

that the time and a half provisions 
of the Fair Labor Standards Act do not 
interfere with the war effort. However, 
it becomes clearer each day that man- 
power in civilian industries cannot be 
used most effectively because of the 
overtime provisions. Thus, 6 men work- 
ing 40 hours a week at $1 an hour means 
a wage bill of $240 while 5 men work- 
ing 48 hours each would cost $260 be- 
cause of time and a half. Most busi- 
nesses could not absorb this increased 
cost unless their ceiling prices were in- 
creased. The anthracite coal industry 
furnishes an excellent illustration. In 
an effort to expand output to compen- 
sate for the increased demands due to 
the fuel oil shortage and the loss of 
skilled mine workers, the work day has 
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been extended to 6 days as compared 
with 5 days formerly. Workers are to 
be paid time and a half for the extra 
7 hours worked. As part of the agree- 
ment, OPA has permitted a rise of about 
50 cents a ton in the mine price—OPA 
announced that 27 cents of the increase 
was due to overtime costs. Here is a 
fine example of the close relationship 
between time and a half, price ceilings, 
and the effective use of our manpower. 

If manpower is to be released from 
civilian industry without unnecessarily 
reducing output, time and a half must 
be eliminated for the duration unless we 
are to sanction the upward revision of 
ceiling prices. Alternatively, the out- 
put of civilian goods will be reduced 
more than is necessary as manpower is 
diverted to the war effort. 


Pius on Private Property 


The dignity of the human person requires 
normally as a natural foundation of life 
the right to the use of the goods of the 
earth. 


To this right corresponds the fundamen- 
tal obligation to grant private ownership of 
property, if possible, to all. Positive legis- 
lation, regulating private ownership, may 
change and more or less restrict its use. 
But if legislation is to play a part in the 
pacification of the community, it must pre- 
vent the worker, who is or will be a father 
of a family, from being condemned to an 
economic dependence and slavery which is 
irreconcilable with his rights as a person. 

Whether this slavery arises from the ex- 
ploitation of private capital or from the 
power of the State, the result is the same. 
Indeed, under the pressure of a State which 
dominates all the controls of the whole 
field of public and private life, this lack of 
liberty can have the more serious conse- 
quences, as experience shows and proves. 


POPE PIUS XII in Christmas broadcast. 
ee 
Ex-Senator Prentiss M. Brown of Mich- 


igan has been named by President Roose- 
velt as Price Administrator. 





CAPITAL MANAGEMENT 


JOINT ACTION FOR SAVINGS PROTECTION 


Role of Institutional Investors in Fiscal and Economic Planning 


DR. LUDWIG MARTIN SIMON 


Former Superintendent of Savings Banks and National Commissioner 
of German Central Savings & Clearing Bank 


The first part of this article, in the December issue, described some 
typical reactions of various economic groups to the specific repercussions 
of war and post-war economy. Recent trends were cited to show that any 
group fighting primarily for its own interest not only fails to find solutions 
which are in accordance with the interests of the whole community but 


becomes unpopular and thus ineffectual. 
vention and decisions while at the same time fearing state control. 


They call for government inter- 
Small 


savers and investors, as passive spectators to the struggle of those groups, 
have been entirely thrown on government decisions, lacking a program 


and a united voice. 


NY present-day government, re- 

gardless of its official concep- 
tion of state controls, is forced to 
organize production and distribu- 
tion matters which previously had 
been left to powerful individuals in 
a laissez-faire economy. Any such 
government regimentation will be 
welcomed by the people when faced 
with the dual fight against military 
adversaries and inflation, even 
though opinions may differ on indi- 
vidual regulations. There is no 
doubt, for instance, that govern- 
ment borrowing, by issuing bonds, 
and taxation are both within the 
natural orbit of government activi- 
ties. Other measures, of 
a more administrative 
character such as 
price ceiling, rationing, 
priorities, etc.—may be 
suspect as being incom- 
patible with democracy, 
though acceptable as 
emergency roles. Con- 
troversies will be nour- 
ished by a good deal of 
misused  phraseologies 
as well as by vague but 
potent lack of confi- 
dence as long as “‘so- 
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In this article the author proposes a basis for coopera- 
tive, popular action.—Editor’s Note. 


cialistic reform” motives are appar- 
ent. Therefore, we should exam- 
ine the fundamental facts which are 
apt to cause those grievances. 

War financing and anti-inflation 
policy are based on a system of di- 
verting new savings and excess pur- 
chasing power of the people by tax- 
ation, by government borrowing 
and by more or less compulsory 
methods of saving. People are gen- 
erally willing to buy war bonds and 
to be subjected to increased tax bur- 
dens. However, the fact remains 
that people are left to a greater ex- 
tent than in norma] times to govern- 
ment discretion in respect to what 

becomes of their money. 
This “appropriation” 
will make itself even 
more heavily felt as 
parliamentary controls 
are lessened, while the 
power of the admini- 
stration is enlarged. 


But such a modification 
in itself does not mean a 
deviation from democracy, 
if it is only temporary 
and will be discontinued 
without undue delay when 
the war is over. But even 
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full restoration of parliamentary control 
over the entire fiscal policy will not be a 
warrant of sufficient protection to the 
saver; he would only be left to the mercy 
of the legislature as he was left before 
to the judgment of the executive admini- 
stration. 


When Planning is Not Inimical 
to Capitalism 


ROM the saver’s or investor’s (large 
and small) point of view, therefore, 
this problem of representation in the 
times to come may be brought to a focus 
by asking: “How can savers gain ade- 
quate influence with the legislature and 
administration in the post-war period; 
how can they pave the way now and 
what should they proclaim as their com- 
mon aims in the period of transition 
from war to peace economy?” 
Administrative measures such as price 
ceiling, rationing, priorities, control of 
wages, salaries and investment return, 
etc., must not be looked upon as inter- 
fering with democratic ideas either, nor 
as a kind of state socialism nor as any 
other bugaboo to the private capitalist. 
As these measures, to a certain extent, 
deviate from 100% laissez-faire economy, 
they do represent a sort of planned econ- 
omy. However, planning does not nec- 
essarily mean “state socialism” nor does 
it mean a system of “public enterprise.” 
There is no real incompatability between 
a system of economic planning and “pri- 
vate capitalism.” The question is rather 
one of whether “free enterprise” groups 
have opportunity to participate effective- 
ly in that planning—and are able to do 
a good job of it. What really matters 
is that: 


(a) Government planning, once put 
into effect through the emergency of war, 
should not develop into measures of all- 
out control, into public enterprise or 
public ownership schemes. 

(b) Government planning should not 
be extended any longer than is indis- 
pensable in the interest of the commun- 
ity and it should be discontinued instant- 
ly as soon as it can be replaced by meas- 
ures of private enterprise. 


(c) Government planning should 


never be maintained for reasons of 
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bureaucratic ambitions or continued 
through force of the law of inertia. 


Active Cooperation of Free 
Enterprise Needed 


E have to admit that any planning 

is apt to pave the way towards 
state socialism if such planning is or- 
ganized without active cooperation of the 
various economic groups representing 
free enterprise. We have also to admit 
that government control—though in it- 
self not representing “public enterprise” 
—may by degrees develop into govern- 
ment all-out regimentation. 

Quite apart from political ideologies 
and bureaucratic ambitions, government 
control in itself has the innate tendency 
to spread rapidly toward forms of public 
enterprise proper. This danger can be 
averted only by active cooperation of 
free enterprise, particularly in the crisis 
of transition. It might be argued that 
free enterprise, not having any plans of 
its own to shift from a government-fi- 
nanced war program to a privately fi- 
nanced program of peace time activities, 
must leave any action to the government. 
Then the familiar slogan “leave it to the 
government” would become fatal to pri- 
vate capitalism. 


Public Enterprise Experiments 
in Germany 


HE widespread system of public en- 

terprise was tried in Germany 
where the “Oeffentliche Wirtschaft” has 
given evidence of the fact that public 
enterprise is apt to develop exuberantly 
when private enterprise fails to meet ur- 
gent needs of the community. That fail- 
ure, rather than political ideologies of 
state socialism—be it on the part of 
Frederick the Great or of the Social 
Democrats of the Weimar Republic — 
caused the development of local self-gov- 
ernment administration toward economic 
objectives. Many an economic field was 
conquered by public enterprise, since 
services or facilities in those fields had 
previously been denied to all but a min- 
ority of the community by shortsighted 
private enterprise. Consequently such 
competences were granted either to the 
government itself or to the local admini- 
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stration, or to special corporations either 
owned or controlled by the government. 

These corporations, profiting by sub- 
sidies and tax exemptions, developed in- 
to strong competitors of free enterprise 
which latter was considered as the inter- 
loper when later on it tried to re-embark 
upon these services. 


Government Bank and 
Insurance Service 


ONSIDER the 3,000 German savings 

banks. Before World War I they 
were operating as divisions of the indi- 
vidual municipal administrations because 
German private banks at that time were 
not much inclined to serve as reservoirs 
for small savings deposits. After the 
War, those public savings banks develop- 
ed into small people’s banks proper, of- 
fering all banking and credit facilities 
to the small people, since, once again, 
privately owned banks were not too en- 
thusiastic about undertaking small per- 
sonal loan and credit services. 

Fire insurance originally also was sold 
exclusively by public companies which 
were owned by state and provincial ad- 
ministrations while private enterprise 
only some decades later consented to 
cover such risks. 

In life insurance, however, public own- 
ed companies were established after a 
very strong system of private companies 
had already been in existence. This was 
done under the characteristic pretense 
that small life insurance policies (indus- 
trial life insurance) had not been suffi- 
ciently taken care of by big private com- 
panies. 


A similar justification was given for 
the establishment of public mortgage 
banks at the end of World War I. Though 
originally intended to serve the second 
mortgage business they practically of- 
fered first mortgage loans only, thus 
competing on a full scale with private 
banks of the same kind. 

In respect to public utilities a great 
number of state or local owned corpora- 
tions were constituted which were some- 
times even favored by monopolies. Here 
public enterprise was vindicated on the 
grounds of keeping out any competition 
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from fields so vital for the whole com- 
munity. Nevertheless these enterprises 
were also used to provide financial sup- 
port to the public administration. Mani- 
fold phenomena exist of public enter- 
prise in the fields of housing, farming 
and above all, social security and unem- 
ployment insurance. 


Disadvantages of Political Management 


HE details of the pros and cons of 
public enterprise might best be left 

to a special study. Here we mention 
only such advantages as the establish- 
ment of services just to the small people 
where those services were not sufficiently 
offered by private enterprise; and the de- 
centralization of those kinds of services 
which are more efficiently performed on 
the basis of local and personal knowledge. 
We need mention here only such 
disadvantages as the misuse of poli-° 
ticians’ interference with decisions 
which should rather be taken for pure 
economic reasons; e.g. the notorious 
propaganda policy of German mayors 
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and municipalities who squandered tre- 
mendous amounts for swimming pools, 
town halls and unreasonable projects of 
highways and housing, financing those 
social purposes by borrowing from muni- 
cipal savings banks and from other pub- 
licly owned banks and insurance carriers. 
We also recall the misleading methods of 
local administrations to improve or to 
obscure their budgets by utilizing the 
revenues of their own enterprises and 
by borrowing from them instead of run- 
ning those enterprises according to the 
economic rules of business management. 


The outstanding advantage of public 
enterprise, especially if performed in a 
democracy, lies in the fact that its man- 
agers are compelled to adapt their meth- 
ods to the diverging interests of the vari- 
ous economic groups, establishing in the 
field of economics a balance of power be- 
tween those groups as does a parliament 
in the field of politics. However, this ob- 
jective has seldom fully materialized 
since in public enterprises, even more 
than in political administrations, indi- 
vidual personalities (managers) will not 
always adhere to just that balanced opin- 
ion of the community, but are inclined 
to follow social policies temporarily popu- 
lar with the voters, rather than the real 
test of providing the most economical 
service. 


On the other hand, private enterprise 
can meet that requirement of represent- 
ing diverging interests, particularly if, 
as Vice President Wallace advocates, a 
new type of business leaders will be 
brought forth, who are willing and able 
—though on the basis of private enter- 
prise and for private profit—‘“to cooper- 
ate with the people’s government in car- 
rying out socially desirable programs.” 


The Orphan Investor 


EASURES of government control 

and regimentation taken in this 
country, as well as the forms of public 
enterprise mentioned above, are un- 
doubtedly apt to protect, to a certain ex- 
tent, the interests of the small people 
from the economic egotism of more pow- 
erful groups. However, those measures 
do not protect people in their specific po- 
sition of small savers or investors. Even 
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in a system of public enterprise or of 
state socialism savers have not had any 
organized protectors to represent their 
specific needs and interests before the 
government and the administration as 
have other economic and social groups 
(for instance, enterpreneurs and pro- 
fessionals of all kinds, farmers, work- 
men, etc.). 


Investors never have been able to ex- 
press their wishes otherwise than by con- 
tacting members of parliament. Yet the 
politicians are used to making deci- 
sions in accordance with the demands 
and proposals (sometimes most construc- 
tive) of other economic or social groups 
mentioned above who back their parties. 
Nor can politicians be interested in the 
particular viewpoints of savers or in- 
vestors per se, so long as they are at 
cross purposes. Also the government, 
as referee, will hardly be inclined to 
complicate or reopen the debate by intro- 
ducing additional controversial subjects 
for the sake only of saver and investor. 


Institutional Investors Should Become 
Savers’ Protectors 


NSTITUTIONAL investors, as a col- 

lective group of savers, will be able to 
perform tasks which, though indispensa- 
ble to their interests, can never be car- 
ried out individually. They should be 
able (1) to prepare now for gaining 
adequate influence with government in 
the post-war period, (2) to outline now 
the common aims of savers in respect to 
post-war economy, (3) to take initiative 
now to solve the problems of free enter- 
prise vs. government control by broad- 
scale planning of how free enterprise 
can provide a solid basis for the post- 
war economy with as little interference 
as possible from government. 


Institutional investors collectively — 
comprising savings banks, life insur- 
ance companies, trust companies, founda- 
tions—will represent a tremendous power 
once they learn to cooperate actively. 
Their ability to negotiate both with the 
government and with economic groups 
will be reinforced not only by the finan- 
cial importance of their institutions but 
also by the political fact that they are 
representing interests of a great ma- 
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jority of the productive workers and 
other saving groups of the population. 

Institutional investors will have to ex- 
ercise a voice in associations and unions 
which represent those other groups in 
order to prepare common post-war plans. 
Thus the responsibility for such projects 
will be divided between all parts of the 
population with the savers directly rep- 
resented. This planning of all groups 
of free enterprise on their own initia- 
tive would be subject to government 
supervision as referee, but no longer in 
the sense of resignation or default. 


How Can Institutional Planning 
Be Organized? 


HE various associations already con- 

stituted by institutional investors 
are organized according to the different 
branches in which the institutions are 
doing business. Those associations, 
therefore, concentrate their research ac- 
tivities more on the liabilities than on 
the assets of the institutions, since the 
liabilities represent more the _ specific 
technique and routine of the different 
institutions than do the assets, i.e., the 
investments. In the case of savings 
banks, for instance, the International In- 
stitute of Thrift (formerly of Milan, 
now located in Geneva) is much more en- 
gaged in research on savings and thrift 
in general than in comparative studies 
on investments. This is no less true of 
other institutional investors and their 
national or state associations. 

If institutional investors would fully 
protect their customers they will have to 
determine how to protect the invest- 
ments by collective action and planning. 
Such action could be supported efficient- 
ly through establishment of joint com- 
mittees of savings bankers, life insur- 
ers and trustees collectively. Committees 
would need to be constituted according 
not to the types of the institutions but 
to the types of their various investments, 
availing themselves of the services of 
managers, officers and employees of the 
institutions and their associations. The 
committees should also be authorized to 
employ special experts and economists in 
the different fields of investments. They 
might well cooperate with analogous re- 
search staffs already existing in cor- 
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porations or companies interested in the 
analogous industries, real estate and 
other types of investment. 


Committee Organization by 
Type of Asset 


COMMITTEE for real estate and 

mortgages composed of mortgage 
and real estate officers of savings banks, 
life insurance companies and trust com- 
panies, would cooperate with the various 
groups of mortgage bankers, brokers, 
real estate analysts, as well as of re- 
search groups dealing with realty taxa- 
tion, and contact organizations of agri- 
cultural and urban real estate owners. 
Such a committee might also examine 
nationwide housing programs originated 
by the government or by private groups, 
and examine the problem of whether 
mortgage banks were to be prepared for 
the transition to peacetime. . 


On a similar basis a committee for 
railroads and public utilities could be or- 
ganized. Another committee would deal 
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with public financing, with government 
bonds and with taxation problems. 

In the field of industrial investments, 
committees should be set up according 
to the different types of industries, to 
examine the respective securities, not as 
a mere routine job of security analysis 
but by comprehensive research about ba- 
sic trends, market, etc. Those commit- 
tees should follow up the whole welfare 
of the industries, particularly the prob- 
lems of prices and wages, post-war read- 
justment, raw material supplies and re- 
construction of foreign trade. 

Thus, institutional investors, once be- 
come active, would no longer confine 
themselves to a mere routine activity in 
respect to the ephemeral problem of buy- 
ing, selling or salvaging individual se- 
curities. This former activity only means 
compromising with economic trends al- 
ready under way and started by others. 
An efficient planning by institutions, 
however, demands their own active crea- 
tion of the basic facts for such economic 
trends. The specialist, in investment as 
in science, is valuable and constructive 
only when he coordinates his work with 
‘ that of specialists in other related lines. 


Institutional Planning Board 


HERE is no doubt that institutional 

_ investors collectively would be able 
to present committees composed of high- 
ly qualified experts in every field con- 
nected with their investments. They 
would have to cooperate with manage- 
ment and research staffs of the industries 
themselves, and such groups as the In- 
dustrial Conference Board, National 
Bureau of Economic Research, Brookings 
Institution, or other associations of in- 
dustries, with the banks and research 
groups interested in those industries as 
well as with the labor unions, to find out 
how the specific interests of investors 
must be protected. 

These are but tentative suggestions 
which might be modified or completed 
according to practical experience. Yet, 
it should also be considered as to whether 
and how those joint committees would be 
amalgamated into a comprehensive plan- 
ning board of institutional investors de- 
signed to cooperate with both legisla- 
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ture and administration. Since institu- 
tional investors are the appointed and 
responsible trustees of heterogeneous 
groups of the population—of the rich and 
the poor, of management and labor — 
they will have an impartial stand in the 
midst of these groups comparable to the 
role of referee which the government 
alone now holds. Their advice and pro- 
posals, therefore, would merit primary 
consideration whenever the common fi- 
nancial interests of the population are in 
question. Their cooperation would also 
be needed in settling general problems 
such as the readjustment of the war econ- 
omy to the requirements of transition 
to peace economy. They would have their 
proper place in the discussions of fiscal 
policy, government control, readjust- 
ment of industries and labor relations, 
no less than on the special problems 
enumerated above. 


Such an Institutional Planning Board 
—organized possibly along the lines of 
the Industrial Conference Board, or the 
Savings Banks Trust Company of New 
York—does not mean any aspiration to 
miniature dictatorship by institutional 
investors. It would be destined only to 
carry out, by nationwide cooperation 
with other economic groups and with the 
government, the rights and duties of in- 
stitutional investors to protect the par- 
ticular interests of saver and investor so 
that he will no longer be the “forgot- 
ten man.” 

At the same time, by that planning 
they can contribute to bring back an im- 
proved form of private enterprise which 
will be evidence that a dynamic and popu- 
lar system of private enterprise can be 
created which will meet the changing 
economic and social needs of the com- 
munity. 

(OO 


Ration Banking Starts 


The ration banking system will go into 
effect on January 27, according to Leon 
Henderson. Samples of the forms and a 
booklet describing operating procedures 
have been sent to all banks. At the start, 
the system will cover gasoline, sugar and 
coffee. The plan will be one based on the 
test experience in New York State. 
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‘“PAY-AS-YOU-GO” TAXATION 


Basic Considerations to Simple Operation and Assured Collection 


HENRY S. KOSTER 
New York City 


HERE is general agreement on one 

phase of tax policy: the idea of 
placing income taxes on a pay-as-you- 
go basis is considered definitely sound. 
Unfortunately, however, most of the 
methods so far presented to accomplish 
this end are too theoretical and have 
results unacceptable to various groups. 
Re-examination of the basic reasons un- 
derlying current agitation for such a 
plan and setting forth a method of sim- 
ple mechanism is necessary. 


The Treasury Department appears 
properly fearful that many taxpayers 
will not have set aside out of spendable 
income sufficient funds with which to 
pay their income taxes when due. The 
result is that taxes will be uncollected 
and consumer purchasing power un- 
diminished. The taxpayer may have to 
pay taxes levied on a previous year’s 
income at a time when he has no in- 
come because of loss of job or life, or 
has insufficient income because of seri- 
ous reduction in salary and rise of liv- 
ing expenses. 


Keystone of Plans Already Suggested 


(This discussion is confined to the posi- 
tion of individual taxpayers in the year 
1943 although it applies to succeeding 
years.) 


RACTICALLY all pay-as-you-go 
plans publicized to date revolve 
around the same basic idea — taxes 
levied on 1943 income should be with- 
held and paid out of income received 
during that same year, with a forgive- 
ness or deferment of 1942 taxes. 
Under these plans, on the first day of 
each year the taxpayer must make two 
guesses: (1) he must forecast the size 
of his income and deductions for the 
coming year, and (2) he must forecast 
the size of the tax rates that still will 


be in force at the end of such year. 
From an administrative point of view 
this situation becomes almost impossi- 
ble and our great bureaucracy would 
become even greater: the personnel of 
the Tax Department would no doubt 
have to be considerably increased to 
take care of refunds, deficiencies and 
the like. 


To place this plan in operation, one 
year’s taxes must be forgiven if the 
taxpayer is not to pay two years’ taxes 
in one. The latter is seemingly impos- 
sible to do these days, and the proposal 
that one year’s taxes be forgiven draws 
“howls” from administration officials 
and Congress against “unjust enrich- 
ment” of those with larger 1942 in- 
comes and the loss of revenue is claim- 
ed to be irremediable. There also has 
been suggested a deferment of one 
year’s tax, instead of a forgiveness, un- 
til some subsequent date after the War, 
or that one year’s taxes be paid in in- 
stallments over ten years, commencing 
immediately. These plans simply beg 
the question—for if a taxpayer cannot 
pay one year’s taxes now how is he go- 
ing to stand even a 10% increase for 
ten years, or the payment of previous 
taxes in a possible post-war depression? 
And the amount and rate would still be 
left to guesswork. 


Basic Elements of a Workable Plan 

(1) O change shall be made in 
the basic method of assess- 
ing taxes. Taxes on 1942 income shall 
still be paid out of 1943 income. (Taxes 
on 1943 income paid out of 1944 income, 
etc.) During January, 1943, it is pos- 
sible to determine the exact amount of 
tax to be paid during 1943; there is no 
guess work or acrobatics here. With no 
windfall benefits to large taxpayers and 
no loss of revenue to the Treasury De- 
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partment, objections to the present plans 
on this score would be eliminated. 


(2) As to all taxpayers receiving 
wages or salary, each employer shall 
withhold a proportionate amount of the 
1942 tax out of the employee’s 1943 
wage or salary payment each payday. 
(If the employee is paid weekly, 1/52 
of the 1942 tax would be withheld each 
week.) Such withheld sums would be 
paid by the employer to the Bureau of 
Internal Revenue on a quarterly basis 
during 1943. This procedure gets the 
tax paid, shrinks purchasing power, 
and gives the Treasury Department a 
definite basis and schedule of revenue. 
Relief provisions for the employee tax- 
payer are necessary so that: 


(a) If a taxpayer should lose his job 
and have no income during 1943, then 
payment of the balance due on his 
1942 taxes shall be deferred until he 
again secures a job and commences to 
receive income of at least an equal 
amount, when his new employer shall 
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continue withholding of the unpaid 
taxes. 


(b) If his 1943 salary is simply re- 
duced in amount under his salary of 
1942, a proportionate amount of his un- 
paid 1942 taxes shall be deferred until 
such time as his salary again at least 
equals his 1942 salary when the full 
withholding shall recommence. 


(c) Upon the decease of a taxpayer, 
the remaining unpaid taxes on his in- 
come of previous years and the tax on 
his current year’s income received by 
him to the date of his death shall be 
payable out of his estate assets by his ex- 
ecutors or trustees, over a period of from 
one to ten years, dependent on the size 
of the final tax liability. 

These above described relief provi- 
sions should help to solve the taxpayer’s 
problems and eliminate his fears of 
having an enforceable debt hanging 
over his head in times of financial 
stress. 

As incomes from wages or salaries 
predominate in number, this would set- 
tle the tax problems with respect to a 
great majority of taxpayers. Some of 
the basic elements of this method might 
also be extended to cover taxpayers 
whose only income is received from 
other sources, at irregular intervals and 
in irregular amounts, such as interest 
and dividends, commissions, etc. 


Extending Plan to Cover “Other 
Income” 


OR purposes of simplicity in admin- 

istration, it is sometimes necessary 
to adopt rather arbitrary measures. The 
best we can hope for is a partial pay- 
ment of taxes at the source and a par- 
tial mopping up of purchasing power. 
Because of its nature, it is essential. 
that withholding taxes on interest, div- 
idends and commissions be placed on a 
current year basis and that the tax be 
withheld at the time the interest, divi- 
dend or commission payment is made. 
With respect to these forms of income 
the following is suggested: 

(1) Every corporation or other payer 
of a dividend, interest payment, or com- 
mission (over the amount, say, of $1.) 
shall withhold a flat percentage of each 
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such payment which shall be transmit- 
ted directly to the Tax Department for 
the account of the taxpayer. This per- 
centage should be set at a figure in 
keeping with an average effective tax 
on all taxable income; at our present 
tax rates, not less than 20% seems ap- 
propriate. For purposes of the next 
point let us assume that this was done 
in 1942. 


(2) If the taxpayer has no salary in- 
come, then on March 15, 1943 he simply 
files a regular income tax return for 
1942 and pays any additional tax due or 
claims any allowable refund if his 1942 
taxes had been overpaid. (But we can 
safely assume that the great majority 
of taxpayers do receive wages or sal- 
ary.) This extended plan could also 
cover the “other income” of salaried 
taxpayers. In January, 1943, such a 
taxpayer will advise his employer of 
the total amount of taxes withheld at 
the source in 1942 on his “other in- 
come.” After this calculation, the ac- 
tual amount to be withheld by the em- 
ployer out of the salary of the taxpayer 
shall be reduced accordingly. 


Income from Other Sources 


HIS leaves one final problem—in- 

come received by proprietors or 
partners in such forms of business or 
professional enterprise. This might be 
solved by treating the current monthly 
or weekly drawings of a proprietor or 
partner as salary, and net distributable 
profits at the end of the year as divi- 
dends. Other sources of income such 
as income from trust funds or annui- 
ties, could be covered in some similar 
manner. Taxes on gains or losses de- 
rived from the sale or exchange of capi- 
tal assets, should be segregated from 
income and treated by themselves un- 
der separate tax returns. 


In closing, attention is drawn to the 
fact that the foregoing is merely in- 
tended to suggest a basic pattern and 
design for a practical pay-as-you-go. 
There are additional problems to be 
solved before any final plan can be de- 
termined, and the actual detailed mech- 
anism must be carefully developed. It 
is hoped, however, that the above will 
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provide some weight in directing fur- 
ther thinking on pay-as-you-go plans 
into proper channels. 

If such measures are given consider- 
ation in adoption of the pay-as-you-go 
plan, the very least, but by no means 
unimportant, benefit resulting is that 
for the first time practically every fam- 
ily in the country would receive a taste 
of budgetary operations. Their tax pay- 
ments would be automatically budgeted 
and it is hoped that after having ex- 
perienced the very real advantages of 
that part of a family budget other fam- 
ily expenditures would receive like treat- 
ment. Such action is necessary before 
the family is left with any surplus in- 
come for conversion into capital savings, 
available for investment in War Savings 
Bonds. 


The Federal Government added 98,715 
civilian employes to its payroll in Septem- 
ber, bringing the total of workers in the 
executive branch inside and outside Wash- 
ington to 2,549,474, the Civil Service Com- 
mission reported last month. 
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Cleveland 
Crust Company 


THE BANK FOR ALL THE PEOPLE 
Cleveland, Ohio 
CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1942 


ASSETS 


Cash on Hand andin Banks ....... $135,893,190.71 
United States Government Obligations 293,294,935.56 
Stock in Federal Reserve Bank ... . 973,500.00 
State, Municipal and Other Securities . 18,567,283.01 
Loans and Discounts ...... -< 138,084,740.49 
Banking Premises ..... . 5,262,328.81 
Other Real Estate .....+e4.-. 2,155,784.81 
Other Resources . « « 2 «© «© © « « 1,402,887.84 
Customers’ Liability on Acceptances 84,377.20 

oe $595,719,028.43 


LIABILITIES 


Capital Stock ....e«e -« $13,800,000.00 
Surplus and Undivided Profits 8,740,253.01 
Reserve for Contingencies . . 2,122,489.88 
Capital Notes ....e¢ee 11,500,000.00 


Retirement Fund for Capital 
Ce a a ee ee ee 500,000.00 


Reserve for Interest on 
Capital Notes. . . « « « « 173,917.81 36,836,669.70 


DEPOSITS 

Demand ....2e¢-e+-e+-+ e+ $328,522,712.54 

0 a a ae 209,434,558.44 

Estates Trust Department . 13,123,964.14 

Corporate Trust Department 3,537,254.40 554,618,489.52 


Accrued Taxes, Interest,etc. ... « 1,675,719.88 
Other Liabilities . . . . . « « 0 « e 2,503,781.13 
Acceptances Executed for Customers 84,377.20 

Total . «cece $595,719,028.43 


Contingent Liability on Loan Commitments—$10,091,510.43 


United States Government Obligations carried at $24,360,403.78 are pledged to secure 
public funds and trust deposits and for other purposes as required or permitted by law. 


MEMBER FEDERAL RESERVE SYSTEM 


Member Federal Deposit Insurance Corporation 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


WAR AND THE CIVILIAN ECONOMY 


JAMES F. BYRNES 
Director of the Office of Economic Stabilization 


UR first and chief problem is to con- 
sider how we are going to organize our 
civilian economy to win the war. We must 
consider the men we shall have to take 
out of civilian life in order to have the 
soldiers to fight; the food and materials we 
shall have to take out of the civilian econ- 
omy to feed and equip our soldiers and to 
help feed and equip the soldiers of our al- 
lies; and the food and materials we shall 
have to take out of our civilian economy to 
provide minimum sustenance for the civilian 
population in allied and occupied countries. 
In a real sense these requirements are war 
requirements. No matter what hardships 
we endure America still is and in all prob- 
ability will remain the best fed, best cloth- 
ed, and best sheltered nation on earth. 

We cannot consider how we are to take 
the necessary men and food and materials 
out of our civilian economy without con- 
sidering how those of us remaining in civil- 
ian life are going to be able to produce the 
food and materials required for our fight- 
ing forces, for our fighting allies and for 
our own sustenance. In total war we are 
all war workers. 

Our second problem is to organize our 
civilian economy so that the burdens and 
restrictions of war are equitably and demo- 
cratically shared. These restrictions are 
intended to help the average man and wo- 
man and child to obtain more rather than 
less than he would otherwise obtain, and to 
help him buy what he needs at a lower 
price than he would otherwise have to pay. 

In war times, price controls, wage con- 
trols, and rationing controls are measures 
designed to help our war effort and to re- 
duce the hardships of war, particularly on 
the family in modest circumstances. By 
and large, the average citizen, be he a 
farmer, a wage earner, a business or pro- 
fessional man, has less to fear from price, 


Before the New York Herald Tribune Forum. 


wage, and rationing controls than he has 
from their absence. 

Wartime controls, however carefully -de- 
vised and administered, will bear more 
severely on some than on others. That is 
inevitable. 

I should be the last to favor unnecessary 
controls, but it is better that we draw in 
our belts a little tighter than handsight 
may prove absolutely necessary, than that . 
we should later regret our inability to real- 
ize how serious was the need. 

We must ration many more commodities. 
But, before a commodity is rationed, we 
must be careful to let the people know the 
facts upon which we base the decision that 
rationing is necessary. And we must be 
careful to see that there are no conflicting 
statements by responsible officials of Gov- 
ernment as to the necessity. 


We must do more. We must siphon off 
the excess purchasing power. We can do 
it by taxation and by an equitably devised 
plan of compulsory savings. After the war 
these savings would be returned to the peo- 
ple over a period of years. 

We must concentrate our energies on the 
production of relatively few types of goods 
of standardized quality, design, and price. 
This can be done without destroying the 
competitive spirit. Each industry must be 
consulted and encouraged to perfect its own 
plans. But we must do away with bigger 
and better frills and we must reduce un- 
necessary delivery services. 


There are some people who readily see 
the need for the control of prices and wages, 
but do not see the advantage to the war ef- 
fort of limiting profits on salaried incomes 
in the higher brackets. Individual enter- 
prise can and is helping to win the war, 
but the war has made and destroyed busi- 
nesses without a nice regard in all cases 
to the enterprise of their owners. Enter- 
prising men capable of earning the highest 
salaries have been drafted into the war, 
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while fate, not judgment, has decreed that 
others remain at their civilian posts. When 
men of enterprise are fighting on the desert 
sands, men of enterprise at home should not 
object to sharing the burdens of war. 

The so-called $25,000 salary limitation 
actually affects only those having a salary 
in excess of $67,200. That salary limitation 
in 1942 would affect only 3,000 persons. 
Some of these persons assert that they ob- 
ject only because they fear this limitation 
will continue after the war. I, too, would 
object to its continuance. But the law upon 
which this action was based expires June 
30,1944. It can be continued only by affirma- 
tive action of the Congress. If a man fears 
the Congress, he fears the people. 

Many of the 3,000 persons affected by 
this limitation receive salaries from cor- 


Reduce State Taxes? 


Several states have been fortunate in ex- 
periencing budget surpluses. Tax plans 
must consider what is going to be done 
with the surplus. Of primary concern, ob- 
viously, is the question, “Should tax rates 
be diminished?” The State of New York, 
for example, apparently believes that this 
is a favorable time to decrease tax rates, 
for it has cut its income tax rate by 25%. 
However, if we are to back up the war 
program, it is not advisable to cut tax col- 
lections consciously. One of the most im- 
portant problems today is that of control- 
ling the inflationary tendency, and one ac- 
ceptable means of cutting down on con- 
suming power is by taxation. It follows, 


Australian Taxes Among Highest 
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Compiled before U. S. Revenue Act of 1942. 
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porations having war contracts or corpor- 
ations whose profits come from the inflated 
war incomes of the people. Such excessive 
salaries are responsible for the demands 
of many for increased wages and increased 
prices for commodities, which demands 
make it difficult to prevent inflation. 

There is a third and very important prob- 
lem: the question of the effect of what 
we do during the war on our national well- 
being after the war. It so happens that the 
most effective way of organizing our civil- 
ian economy to win the war, is not only the 
fairest way of organizing it to distribute 
equitably the burdens of war but is also the 
best way of organizing it to enable us to 
return with the least hardship to the paths 
of peace. What is thus doubly desirable 
is doubly imperative. 


therefore, that taxes should be maintained 
at least at their current levels. This is 
also a good time to argue for the tempor- 
ary maintenance of sales taxes which will 
cut consumption power and can also be used 
to transfer consumption from civilian com- 
modities that are in competition with the 
war program. This is not to say that sales 
taxes should be retained indiscriminately 
once the immediate need has passed. In 
addition, no tax reduction program should 
be initiated which will result in a borrow- 
ing program. 

If taxes should not be decreased what 
shall we do with surplus accounts? 

(1) Insofar as possible, pay off state 
debt. 

(2) Build up post war reserves 
emergency and post war needs. 

(3) Maintain current tax collection lev- 
ies, and spend if need be, surplus funds on 
activities which were starved during the de- 
pression. 

(4) Increase aids to local government 
which are facing losses of large amounts of 
revenue because of extended federal owner- 
ship of property during the war, even 
though there will be a tendency for valua- 
tions to increase. Cities and even villages 
have been bearing almost wholly the burden 
of the financing of defense work with 
federal assistance. 


for 


G. HOWARD SPAETH, National Tax Assn. 
Convention, Oct. 1942. 


In the twelve months ended with Decem- 
ber $982,599,000 in bonds were retired, 
against $2,553,505,000 in 1941. 
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A PLAN FOR POST-WAR PROSPERITY 


HENRY J. KAISER 


ITH a full realization that war pro- 

duction is our paramount duty and 

that it must be until the war ends, never- 

theless, there is a grave and compelling de- 

mand that our preparation for life after 
the war should begin immediately. 

We are now summoned either to show the 
way to a decent standard of living and self- 
respect for our people, or to surrender, per- 
haps for the last time, to the compulsions 
and directions of the dictator state. If any 
one of us cherishes in his heart the illusion 
that he can recapture any of the special 
privileges of the past, or once again build 
a power known as a “vested interest,” let 
him consider the war debt which may ulti- 
mately come to three hundred billion dol- 
lars, and which represents in its underly- 
ing and more tragic significance, the cost 
of competition untempered by the spirit of 
fair play. 

The problems of peace are already at 
hand, for in very truth they are inherent 
in the conflict. When the juggernaut of 
war comes to rest it may be too late to 
know what we are fighting for. 

The time has now come for American 
industry to take the leadership and actual- 
ly put a plan into action. We dare not 
wait for any protracted period of national 
or international contention as to what plan 
is the best. 


There is no magic source of wealth for 
the reconstruction period. There is no 
bounty sufficient to accomplish the task. 
The epoch of bounty has passed, the hand- 
out era has been completely swallowed up 
by a war debt which represents not only 
the spending of the nation’s wealth, but 
the mortgaging of its future. We, all of our 
Allies and the conquered enemies, must go 
back to work. Out of our efforts new wealth 
must be created and some of it must be 
saved. Investment must once more take 
place, capital must once more be formed, 
and production must once more move for- 
ward on a solvent and profitable basis until 
it provides both the wealth and the oppor- 
tunity for the welfare which is now so ex- 
travagantly projected in the social plans 
for the new world. 

If we had the courage we could adopt a 


From an address delivered before the National 
Association of Manufacturers. 


plan which would restore the confidence of 
the people in industrial leadership; a plan 
which would put courage, hope and strength 
in place of all the fanciful theories of dis- 
tribution which forecast free food, free 
medicine, free housing, and all other sim- 
ilar donations on the part of the paternal- 
istic state. 

Let industry begin by doing certain 
things, typical of the activity which could 
quickly generate an immense volume of 
employment. 

First, the realty men of America ex- 
pressed their considered judgment that 
there will be a post-war demand for nine 
million units of housing. Second, a civil- 
ization like ours is completely dependent on 
transport. Our land transportation at the 
close of this war will be hopelessly inade- 
quate through wear, tear and obsolescence. 
The immense pent-up demand for automo- 
biles which already exists is a matter of 
common knowledge. Third, the need for a 
vast, modern, well unified, daringly design- 
ed and audaciously constructed highway 
system is already evident. Fourth, one of 
the great social needs to which the war has 
given emphasis is that of adequate medical 
care for all of the health problems which 
are engendered by an industrial age. 


Has the automobile industry courage now 
to design and announce its models for de- 
livery six months after the close of the 
war? Has it the courage to advertise that 
it will now accept War Bonds as down pay- 
ments on those models? Would it now aid 
the government in the vital need of taking 
purchasing power out of the market by 
stimulating the savers to buy bonds? 

Would the general contractors, the 
makers of road machinery, the manufac- 
turers of cement and steel, and all of the 
manifold tools and materials that go into 
the building of highways, organize now to 
design, plan and finance a highway system 
that would be one vast extension of the 
great trunk which crosses Pennsylvania, 
the modern turnpike of speed and safety? 

Will the manufacturers now dare to or- 
ganize, finance and manage medical centers 
in every industrial community, where med- 
ical service could be purchased on an in- 
surance basis at a cost which would bring 
not only skill and facilities, but all of the 
advantages of research within the reach 
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of the common man, and at the same time 
provide the doctors of America with a par- 
ticipation which would adequately remun- 
erate them for their long and expensive 
training? 


Can the real estate men organize the com- 
panies which will build modern housing for 
rent as well as for sale? Will they, to- 
gether with the banks and savings and loan 
associations, accept bonds as down pay- 
ments? Will they give the tremendous im- 
petus to the government’s present financing 
efforts by stimulating the citizen to think 
that his War Bond has become the down 
payment on his new home or that his ac- 
cumulated War Bonds have purchased his 
new home? Questions of negotiability of 
these instruments are only incidental; 
escrow procedures are adequate to take care 
of all such repayments. 


Television, electrones, the inexhaustible 
potentials which are flowing from research 
on the nature and structure of the atom— 
new sources of energy, healing and effective 
utilizations of the existing sources of power. 
Nature’s laws are man’s servants, if he 
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will have the spiritual competence to em- 
ploy them. 

Let the designers and the architects, the 
organizers and the financiers now lay hold 
on this urgent and immediate prospect. Let 
us forestall the aimless drift of vague and 
illusory social politics by aggressive and 
forecful action for immediate post-war pro- 
duction on a scale hitherto unparalleled. 

The interests of organized labor are 
identical with the interests of management 
and ownership; and labor has everything 
to hope for from the American enterprise 
system and nothing to anticipate from the 
super-state but liquidation. Our people 
want to work. They have pride in what 
they do. They want to possess, and to enjoy 
the advantages of possession. They do not 
wish to contribute to the coddling of the 
idle, and the bureaucratic minds. They will 
reject the tyranny of government as they 
rejected the tyranny of wealth. 

It is written: “He hath made of the na- 
tions one people to dwell on the face of 
the earth.” There will never be any sig- 
nificant prosperity in America as long as 
there are great hosts of people living on 
the margins of poverty anywhere on earth. 
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LABOR-MANAGEMENT COMMITTEES SPEED PRODUCTION 
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W. G. MARSHALL 
Vice President, Westinghouse Electric & Manufacturing Co., Pittsburgh 


ABOR-MANAGEMENT Committee 

work goes to the very heart of mod- 
ern industrial cooperation. In my judg- 
ment the movement, whether designated 
by that name or some other, will live 
long after this emergency. 


Social Security started, not in 1933, 
but away back when our industrial life 
began to take on greater magnitude; 
when the need for manpower made 
crowded industrial centers necessary; 
when the individual’s ability to fill the 
fruit cellar and the potato bins with the 
winter’s food disappeared because he 
gave up the land. Nor did collective bar- 
gaining start in 1933—it likewise started 
when the little machine shop began to 
grow until the top got too far away from 
the bottom and understanding grew less 
and less. 

The Fair Labor Standards Act did not 
just spring into action in 1938—it was 
merely the culmination of a movement 
which started back when hours were long 
and wages lined up with the then economic 
levels. 

Industrial Group Insurance grew out of 
a need to deal with the problem of death of 
the breadwinner of the family as we 
moved into the great industrial movement 
and the farm background had receded. 

Workmens’ compensation and Unemploy- 
ment Compensation developed with the 
change from earlier voluntary welfare to 
Public Welfare as concentration in limited 
areas created a load too heavy to bear. 

The Labor-Management movement was 
at first looked upon with suspicion and 
skepticism. Some labor tagged it as a new 
type of speed-up system and a method to 
undermine organizing labor activities, while 
some management labeled it a scheme 
whereby labor would place its foot in the 
managerial door. 

Management has been criticized for want- 
ing more profits. Labor has been criticized 
for wanting more wages. The same condi- 
tions which bring better profits bring better 
wages. 


From address before American Management 
Assn. 


Danger lies in the lack of understanding 
the recognized functions as between collec- 
tive bargaining and the intended work of 
the Labor-Management Committee move- 
ment. The former has to do with wages, 
hours and working conditions; the latter 
with ways and means for immediate in- 
creased production. 


It should be recognized that workers have 
great opportunity through actual contact 
with operations to gain knowledge of ways 
and means to increase production. It is 
reasonable to state that if they have op- 
portunity of combining their skill and 
knowledge with that of management in a 
cooperative way, increased production will 
undoubtedly result. The Labor-Manage- * 
ment Committee movement provides that 
opportunity. 


A Management survey of the War Pro- 
duction Drive was made by Factory Man- 
agement and Maintenance. To the ques- 
tion, “Do you feel that the Drive spon- 
sored by your committee has been gener- 
ally successful,” 84% answered yes; 78% 
believed the workers’ sense of responsibility 
toward the war effort had been improved; 
93% found no evidence that labor was at- 
tempting to usurp the responsibilities of 
Management; 79% believed that aside from 
the increased production effort, the commit- 
tee work was improving employee relations. 


“WAR COMES C.O.D.” 


Senator Harry Flood Byrd, chair- 
man of the Joint Committee on Re- 
duction of Nonessential Expenditures, 
and one of the nation’s most eminent 
and able fiscal authorities, has written 
an article under the above title which 
will appear in the February issue of 
Trusts and Estates. This exception- 
ally readable and forthright appraisal 
of the bases of war financing presents 
a most timely program for construc- 
tive action in the coming months. 
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PRICE CONTROL IN OUTLINE 


D. D. HUMPHREY 
Office of Price Administration 


From American Economic Review, December, 1942 


HE act to amend the Price Control act, 
passed after bitter controversy on 
October 2, represents a definite improve- 
ment in the prospect for effective control 
of farm and food prices. 

Prices could have been more effectively 
controlled with a more flexible fiscal policy, 
with the earlier regulation of farm and food 
prices, with wage stabilization, with more 
subsidies, with inventory controls, with al- 
locations and rationing of consumer goods. 
Within the framework in which it has oper- 
ated, however, price control has_ been 
successful. The unparalleled expansion of 
production has been helped rather than 
hindered by price control. In the face of 
similar pressures we have had nothing ap- 
proaching the inflation of World War I. 

The success of the program is due, on‘the 
one hand, to a series of bold policy de- 
cisions, and, on the other hand, to the fact 
that, despite pinches here and there, price 
control to date has left generous elbow 
room for profits. The 78 per cent expan- 
sion of output, together with the change in 
its composition, has made it possible to 
limit the price rise to 19 per cent and, at 
the same time, industrial profits before 
taxes have risen 265 per cent in the face 
of moderately rising costs. 

There have been four major policy de- 
cisions that required a courageous price 
administrator: first, to hold steel prices 
in the face of a 10 per cent wage increase 
in the spring of 1941; second, to issue the 


GMPR while farm prices and wages were 
remaining uncontrolled; third, to meet the 
wage issues squarely; and fourth, to seek 
more effective control of farm prices in the 
face of determined and powerful opposi- 
tion. 

Price control has inevitably been less ef- 
fective than the indices show. There are 
countless forms of hidden price increases. 
But within limits, quality deterioration is 
the least harmful form of raising prices 
for, in this way, the cumulative character, 
which is the critical aspect, of inflation is 
avoided. 

Price control is now almost complete as 
far as coverage is concerned. The arduous 
job still ahead is holding the price level in 
face of rising demand, on the one side, with 
reduced supplies and rising costs, on the 
other. There will no longer be, as there 
has been in the past, a reservoir of rising 
profits to ease the pinch. 

Effective price control must be enforce- 
able by consumers. For this purpose, price 
regulations need to be sufficiently simple 
that consumers can find out what maximum 
prices are. At the same time, the regu- 
lations must be reasonable to producers and 
recognize the complex structure of the var- 
ious industries and trades. Meeting these 
dual requiremnets is the task on which the 
O.P.A. is now engaged. The acid test for 
direct price control is still ahead. To be 
successful it will need to be supported by a 
rationing program. 
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CAPITAL MANAGEMENT 


THE FUTURE OF GOLD 


From the National City Bank Bulletin, December, 1942 


HE spread of popular apprehension as 
to the future of gold, and doubts as 
to the workability of the gold standard, 
have accompanied the deterioration of 
world economic stability and the gradual 
breakdown of international relationships 
since the early ’Thirties. Worldwide sus- 
pension of gold redemption of currencies 
sowed first seeds of doubt as to the future 
of gold. People became accustomed to no 
longer seeing gold in circulation, and there 
was a great deal said about the “freedom” 
allowed by managed currencies as opposed 
to the “tyranny” of gold. Much was made 
of the ability of certain countries, notably 
Germany, to “get along without gold.” 


More recently the credit arrangements 
involved in lend-lease have been interpreted 
by some as further evidence of the diminish- 
ing importance of gold. An important rea- 
son for disbelieving that gold has “gone 
out of date” lies in the kind of thing illus- 
trated by the use being made of gold by 
our forces in North Africa. There it is be- 
ing demonstrated again that gold is the 
universal currency, prized above all other, 
and certain to be accepted where all forms 
of paper money are under suspicion. 


Everywhere that there is opportunity 
there is manifestation of the age-old in- 
stinct of mankind to seek gold as the surest 
means of preserving wealth, especially in 
times of uncertainty and disorder. Gold 
coins, for example, have been selling con- 
sistently at heavy premiums ever since the 
outbreak of the war in all markets where 
transactions are known to have taken place. 
The premiums on bar gold have been gen- 
erally smaller, partly because of rigid re- 
strictions on sale and partly because of 
high cost of transportation, including mari- 
time and war insurance. 


The many examples of eagerness on the 
part of people to get gold would seem to 
make clear that gold has lost none of its 
attraction as a secure store of wealth in 
disturbed times. Economists and govern- 
ments with an axe to grind may theorize 
all they like about doing away with gold 
—but man’s faith in gold persists, and it 
is precisely this faith which has made gold 
the best standard of value and monetary 
base that has yet been devised. Certainly 
it seems unrealistic to talk about gold not 
being wanted when people are paying 


premium prices to get it, and when govern- 
ments themselves are hoarding it and un- 
willing to allow free redemption of curren- 
cies for fear that the people will come and 
take too much of it. 


Gold in Monetary System 


There is no reason to suppose that cen- 
tral banks and governments will give up the 
use of gold. First, it is difficult to con- 
ceive of a monetary system based upon any- 
thing but the precious metals commanding 
the confidence of the people. Monetary 
systems cannot be built upon fancy theor- 
ies, but upon the way people think and be- 
have. 

Second, gold is needed for making inter- 
national settlements. Without gold for such 
purposes, the only alternative is strict gov-: 
ernmental control of all foreign trade, with 
continuation of all the paraphernalia of 
clearings agreements, blocked currencies, 
trade quotas, and the like, which were stif- 
ling international trade up to the war. 


Third, there is a huge vested interest in 
it by the United States and the British © 
Empire—the United States as the world’s 
greatest holder of the metal and the British 
Empire as the world’s greatest producer. 


The use of gold in monetary systems does 
not necessarily mean going back to pre- 
cisely the same form of gold standard that 
existed before the war. Discussion of the 
gold standard tends to be concerned with 
its mechanics. In reality that is the least 
important part of the problem. The real 
question is how the enterpriser can be given 
assurance about the value of the money he 
handles, so that he will be prepared to go 
ahead and employ people and capital. 

The goal that is wanted is full employ- 
ment. But government alone cannot guar- 
antee this. There has to be enterprise. And 
there cannot be full employment and active 
private enterprise and trade between na- 
tions without removal of some of the un- 
certainties of recent years. 

In the past the free convertibility of cur- 
rency into gold has been an impartial and 
non-political guarantee of the value of 
money. The demand for gold in many parts 
of the world is indication of the natural 
and logical human reaching out for some 
form of guarantee of the continuity and 
preservation of values. 
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THE END OF HORATIO ALGER? 


From Editorial in New York World-Telegram, Dec. 21, 1942 


MOVEMENT had been rising in the 

Congress just closed which since Nov. 
3 had been feeling its oats to nullify that 
$25,000 salary ceiling imposed by Executive 
order under the price-stabilization act. The 
movement will be accelerated in the non- 
lame-duck Congress convening Jan. 6, and, 
as all portents now indicate, with blood in 
its eye. 

The $25,000 limitation has been scram- 
bled in with the idea of freezing or fixing 
all wages and salaries. But the limit isn’t 
actually a fixing. It is a cutting. It is 
another sock-the-rich proposition. While 
the stabilization act is merely designed to 
maintain the salary and wage status quo, 
the $25,000 directive pulls the rug from 
under the so-called big shot, and instead 
of fixing, it pares him down. And, fur- 


ther, it actually costs the U. S. Treasury 
money in return for this, the latest, class 
angle. 

Since only about 3000—an outside esti- 
mate—are touched by the edict and since 
the other 130,000,000 people have troubles 
aplenty, too, it is not to be expected that 


130,000,000 are going to sob about the per- 
sonal problems of the 3000. 

But what is causing the concern is 
whether we are having imbedded in our 
way of life, because of warfare, a new 
philosophy that outlaws the incentive which 
made our country, with all its faults, the 
most productive, the richest and the freest 
in all the wide world, much of which wide 
world we now have as our guest. 

We repeat, “with all its faults”—with all 
its Jay Goulds and grafts and Ohio gangs 
and speculative sprees, with all its preda- 
tory perversions, with all its consequent 
peaks and valleys. But we didn’t get to 
be the richest, the most productive and the 
freest in the world by doing everything 
wrong. 

What, for example, has Henry Ford been 
worth? What should have been the limit of 
his pay? Starting with less than a shoe- 
string, in 20 years he built himself a per- 
sonal bank roll of half a billion, the while 
raising wages, cutting the prices of his 
product, expanding employment, changing 
the whole course of our nation’s life and 
because of that bank roll being able to tell 
Wall Street where to head in when it 
tried to take him over in the pinch of the 
first postwar depression. Talk about your 


revolutionists! What about Henry? But 
what should Ford have been paid? Should 
the capital he created have come from the 
taxpayers? Or could it have been created 
at that source? 


To the man who’s got a dollar the fellow 
with $10 is a rich so-and-so, and to the 
one who is earning $1000 a year the per- 
son with $10,000 is likewise. Envy of the 
other guy buys our baby no shoes. It mere- 
ly galvanizes the dog-in-the-manger in- 
stinct that is latent in all of us. 

So the real heart of the question comes to 
this: Shall we forget Horatio Alger? 


Remember Horatio? He was the popular 
expression of the America of his time— 
1832 through the gay 90s—the America 
with the growing pains, the winning of 
the West and all that. His theme was al- 
ways the same—barefoot boy to big shot. 
Tom Temple’s Career, or, Fortunes of Jas- 
per Kent, Luck and Pluck, The Errand Boy 
or How Phil Brent Won Success. 


Are we dropping the idea of doing it the 
hard way? Are we all seeking a feather- 
bed on the government pay roll, taking in 
each other’s washing being the future limit 
of our ambition? 

Pertinent to the general subject is a 
little release from a trade publication call- 
ed Land O’ Lakes News, posing what are 
described as “10 points that cost so little 
and are worth so much”: 

1. You cannot bring about prosperity 
by discouraging thrift. 

2. You cannot strengthen the weak by 
weakening the strong. 

3. You cannot help small men by tear- 
ing down big men. 

4. You cannot help the poor by destroy- 
ing the rich. 

5. You cannot lift the wage earner by 
pulling the wage payer down. 

6. You cannot keep out of trouble by 
spending more than your income. 

7. You cannot further the brotherhood 
of man by inciting class hatred. 

8. You cannot establish sound security 
on borrowed money. 

9. “You cannot build character and cour- 
age by taking away a man’s initiative and 
independence. 

10. You cannot help men permanently 
by doing for them what they could and 
should do for themselves. 
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CANADIAN CONTROLS 


Butter has been rationed at the rate of 
% lb. per person per week. Rationing was 
introduced December 21st without any 
previous announcement. Retail prices of 
butter have been reduced by the payment of 
a subsidy to producers. 

Control of alcohol has been introduced: 
all liquor advertising is prohibited for the 
duration; the amount of bonded liquor re- 
leased has been curtailed; hours of sale to 
be reduced. 

Soldier’s pay has been increased to $1.40 
from $1.30 a day. Dependent’s allowances 
have also been increased to “the highest in 
the world.” A wife receives $9.40 more 
monthly than in the U. S. 

Fruit and vegetable canners and distri- 
butors have been ordered to hold 25% of 
the canned stocks on hand for the Food Ad- 
ministrator. 

Up to Dec. 1, 1942, the cost of living had 
risen 17.9% over the pre-war level; about 
3% of this rise has been in the past year. 


FIXED PRICES IN CHINA 


Commodity prices, transportation rates 
and wages have been fixed at the level pre- 


vailing Nov. 30, 1942. It is reported that 
since 1937 prices have risen 20 to 60 times 
the level in that year. Local governments 
are to fix these prices. Hoarders of necessi- 
ties have been executed regardless of their 
position in the country. 


AUSTRALIAN MANPOWER 


Sixty per cent of the total male working 
population of 2,530,000 (1,610,000) are in 
the fighting forces or in war work at the 
end of 1942; 

3,400,000 of the total population of 5,000,- 
‘000 between the ages of 14 and 65 are work- 


ing full time in industry, the armed forces, 
or civil defense; 

By December, 1942, it was planned that 
53 per cent of these—1,800,000—would be 
engaged in direct or indirect war work. 

Since last December, more than 350,000 
men and women have been diverted from 
civil production to direct war work and the 
fighting forces. Absolute limits of man- 
power are now beginning to appear. All 
readily available manpower has been tap- 
ped. To provide the further manpower es- 
sential, both for war industry and the ser- 
vices, there must be progressive shrinkage 
of living standards (already heavily re- 
duced) and further employment of women 
to replace men in essential civil jobs. 

Number now working in factories to 
produce civil needs has been reduced from 
540,000 pre-war to 194,000 in August 1942 
—or by more than 63 per cent. 

Australia, Dec. 1942 


BRITISH INCOME TAXES 


Income Tax 

Gross and Surtax 
Income 1938-9 1941-2 

& £ £ 

2,000 359 776 
5,000 1,536 2,757 
10,000 4,173 6,782 
25,000 13,698 20,970 
50,000 30,923 45,345 
100,000 67,173 94,095 


MEXICAN INFLATION 


Retail prices of 18 basic foodstuffs are 
reported to have risen 60% and clothing 
26% since December 1940. Rents have also 
advanced sharply with furnished apart- 
ments doubling in price. Building costs are 
estimated to have risen from $8 a square 


meter to $25. 
N. Y. Times 
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Statement of Condition December 31, 1942 


RESOURCES 


Cash in Banks. 

Loans and Bills Parchesed . , ; 
United States Government Obligations . 
State and Municipal on : 
Other Bonds . . ’ 
Federal Reserve Bank Seok . 

Real Estate Mortgages . 

Real Estate . 


Accrued Interest Resshiable : 


Total 


LIABILITIES 


Capital Stock . 
Surplus. . 
Undivided Profits 
General Reserve . 
Deposits 


Reserved for Taxes, Interest, Expenses, etc. 


Unearned Discount — 
Dividend Payable January 2, 1943 . 


Total 


. $ 30,967,708.86 


20,566,460.88 
70,758,425.17 
8.206,450.17 
2,805,500.00 
840,000.00 
4,698,920.08 
1,750,000.00 
368,444.45 


. $140,961,909.61 


. $ 2,000,000.00 


26,000,000.00 
2,095,560.82 
742,506.38 
108,662,286.17 
959,109.02 
2,447.22 
500,000.00 


. $140,961,909.61 





$20,855,000 par value of United States Government and other securities are 
pledged to secure public deposits and for other purposes required by law. 


TRUSTEES 


Wituiamson PELL, President 


BENJAMIN STRONG 

Joun Hay WHITNEY 

G. Forrest BUTTERWORTH 
James H. Brewster, Jr. 


Joun J. PHELPs BarRKLIE HENRY 

JOHN SLOANE GEORGE DE Forest Lorp 

FrANK L. PoLk Rortanp L. REDMOND 

Joun P. Witson Hamitton HaApLey 
Francis T. P. PLimpton 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





Tomorrow: Calli bara 
btut nls bebe dinte 


Vou. 6 Me Cran 


LO bivibbbbhye 


uyzivaree 
et ow = 


Aleve ty 


TRUST PROFITABILITY—AND OTHERWISE 


Editorial 


HE annual report for 1942 of 

the New York Superintendent 
of Banking, presented by Jackson 
Hutto, calls attention to the general 
unprofitability of personal trust 
business in that state, as concluded 
from a two-year study of trust de- 
partment earnings and expenses. 
This condition is not unique to New 
York, but neither is it inevitable or 
incapable of quick remedial action; 
it is in part the result of an antedilu- 
vian, unjust fee statute, in part the 
result of some banks’ own fee-cut- 
ting practices or acceptance poli- 
cies, in part the long-enduring ef- 
fects of legalistic red-tape or inex- 
pert draftsmanship. In anticipation 
of the forthcoming report of the De- 
partment’s findings, and of publish- 
ed statements of individual trust 
institutions throughout the country, 
it should be remarked that New 
York and some other states labor 
under rate schedules which have lit- 
tle relation to the duration of trusts 
(which has been found to average 
between 17 and 28 years) 


Such statutes—or customs—allowing 
a moderate fee on principal only at ac- 
ceptance and/or termination, are a dou- 
ble hardship in these days when aver- 
age income—on which the yearly fees 
are based—has been reduced by na- 


tional conditions to about half of “nor- 
mal.” It is to be hoped that associa- 
tions of probate judges will join with 
Banking Departments wherever such . 
conditions exist, to evolve a fair com- 
pensation with an annual fee on princi- 
pal value. Mere blanket raising of the 
rates under the old type of schedule 
will only accentuate the injustice, dis- 
criminating against the _ short-term 
trust to the probable loss of much need- 
ed service and much otherwise profit- 
able business. There is nothing to be 
gained by forcing trust operations to 
be conducted at a loss—unless it is the 
intention to deprive the public of the 
expert and well-maintained protection 
by professional trustees. 
* *& * 


UT the banks will only sabotage a 

constructive program and cut off 
their profits to spite their competitor 
banks, if they persist in cutting fees on 
the treacherous grounds that “we have 
the facilities anyway and the added 
cost doesn’t amount to a hill of beans.” 
That just does not hold water in any 
accountant’s manual, and is particular- 
ly dangerous in days of operating per- 
sonnel and machine shortage, with ris- 
ing costs. If there is any surplus of 
personnel or facilities they had better 
be diverted to more profitable business 
or their efforts directed to getting profit- 
able business. And any good public re- 
lations student knows what people 
think of cut-rate practices for profes- 
sional work. 


33 





Trust business is still suffering from 
the “legal complex” that supposes arty 
clauses and individual whims to be 
more important than sound investment 
analysis and judgment. No other busi- 
ness would set a fixed fee on a contract 
under the terms of which all kinds of 
special service might be required and 
which might run for over a generation. 
No other business continues to give cus- 
tom-built products at mass-production 
prices, yet that is what the trustees at- 
tempt under testamentary provisions 
drawn without their knowledge or 
agreement, where every unadjudicated 
comma may breed a liability or costly 
court action. Education of the public 
(and in this case of attorneys) is the 
price that every business must pay for 
its welfare. Putting the financial house 
in order before “moving-day,” by estate 
planning, is the best assurance of satis- 
faction to all parties. 


* * * 


HERE is much more that can be 

done immediately and within the 
provinces of the trust institution. 
Where old accounts have not been re- 
viewed and cost-analyzed as a basis for 
raising fees voluntarily on sub-normal 
accounts, forthright discussion with 
grantors or beneficiaries can usually 
save many loss situations, as proven by 
experience. Recommendations now for 
business insurance, or other stock pur- 
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chase agreements, where appropriate 
in small businesses, would save many 
future headaches of management or 
sacrifice liquidation; provision of dis- 
cretionary powers to the trustee; gen- 
eral elimination of frills in trust instru- 
ments and in repetitive operations; 
these and other actions would richly re- 
pay their time. Of great and continu- 
ing value would be the enactment, in 
those states which have failed to so 
provide, of a workable common trust 
fund statute, containing the provision 
that unless otherwise expressly prohi- 
bited in the trust instrument, the trustee 
would be privileged to invest therein. 
Insurance companies are privileged to 
do this and for people whose sole sav- 
ings may be in their care; in effect an 
investment in some of the great, diver- 
sified corporations like General Motors, 
duPont, etc., are diversified “pools,” 
but the bugaboo of the mortgage pool 
—which is no more than a fifth cousin 
twice removed—has been confused by 
many with the common fund. In these 
days of expedition and standardization 
in all lines, it is especially apt that trus- 
tees seek such means of reducing the 
costs of managing the smaller net es- 
tates, both to the beneficiaries and to 
themselves. Then, and then only, will 
trust departments have the respect of 
their own banking officials, and the full 
measure of public confidence to which 
their record of service entitles them. 
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CURRENT EVENTS—EDITORIAL 


BUSINESS HAS A 


WO reports, both highly significant 

to the managers of capital, appeared 
recently in the nation’s press. One, 
based on a survey made by the Psycho- 
logical Corporation, revealed that only 
25% of the public believes business 
leaders are capable of doing the best 
post-war job in restoring prosperity, 
while 56% believe Government can do 
that job best. The remaining 19% be- 
lieve in labor leaders handling the reins, 
or special groups, or they have no opin- 
ion. 

The second report is a quiet state- 
ment that some American business men, 
under the leadership of Paul G. Hoff- 
man of the Studebaker Corp., have 
formed a Committee for Economic De- 
velopment. This will not be financed 
by the public treasury. Its members 
will dig into their own pockets to sup- 
port it. Its findings will be made avail- 
able to all. Its object is to provide post- 


war jobs, employment, security, promote 
true prosperity and better business rela- 


tions. 

It is significant that, following the 
first full calendar year of war fought 
by the United States against an enemy 
since 1847, business men and capital 
managers have produced arms and 
equipment surpassing the rosiest expec- 
tations here or abroad. American in- 
dustry demonstrated that it can produce 
for victory. Hindenburg, writing of the 
American production managers in his 
memoirs, said bluntly, “They understood 
war.” Hitler now knows it, too. 


HY, then, if Americans know that 

business management can produce 
for war, and the Hoffman committee 
demonstrates that the same manage- 
ment is planning for peace—why does 
the poll show that Mr. Average Citizen 
believes Government can do a better 
job? 

The reasons are several, and simple. 
In the first place, Government has en- 
joyed the most highly centralized pub- 
licity factory available in the past ten 
years. One man was Boss, and he laid 


STORY TO TELL 


down the party line. But Business? 
Used to the spirit of free competition, 
Business has elected no individual 
champion. No one man can stand up 
and commit American Business. It is 
right that this should be so under a 
democratic system. 

But business has a case, tested by the 
crucible of war, and now is the time to 
begin telling it. Business should use 
this theme in its advertising, in its em- 
ployee relations and public relations, in 
its own management councils and in 
talking turkey to labor. And that theme 
is Results. 

When an Army or Navy communique 
is released it is as coldly factual as a 
trustee’s report. It does not plump for 
“social security” or for “labor’s right . 
to strike.” It lists with certainty the 
number of ships or planes destroyed, 
it adds the “probables” and cites its 
own casualties. That is all—just Re- 
sults. 

Has American management a similar 
story to tell? It certainly has. 

When a U. S. task force goes into 
action it doesn’t shoot 1,000 rounds of 
oratory. It hurls out tons of tough steel 
forged by tough men like Grace, of 
Bethlehem Steel; machined by Keller, 
of Chrysler; raced across continent by 
Budd and Young of the C. & O. and 
many another railroad man; shipped 
across seas in a Kaiser-built hull, and 
transported to a Naval loading area, 
perhaps in one of Paul MHoffman’s 
trucks. 

What has the Washington theorist 
and world-planner to do with this? Is 
it his arm that moves the metal, his 
brain that provides the sheer production 
know-how, his training that guides the 
vital distribution of raw materials, fin- 
ished products and supplies? 


T is American management that is 
winning the war, providing the ma- 
chinery of victory as other Americans 
provide the skill. Labor has its fair 
share of the reward. But nowhere in 
the mine-to-mill-to-military does the 
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theorist stand, except to impede that 
vital flow of goods. This is a war of 
production, not of dreams. 

Yes, business has a story to tell. It 
can talk not only of its Kaisers and 
Fords and Wilsons; it can talk of Eber- 
stadt of Wall Street, who was the first 
to bring sense to raw materials control 
(Wall Street, that berated highway of 
finance where even the local Navy offi- 
ces use the Pine Street address) ; it can 
talk of tough Tom Girdler, who haunts 
the dreams of labor leaders, who 
plunged into the new field of aircraft 
production and proceeded to turn out 
Consolidated PBY’s for the Navy like 
so many cookies; it can talk, too, of 
Charlie Wilson of General Electric, of 
C. R. Smith of American Airlines, of 
good, greying Bill Knudsen, who took 
the lashings without complaint when 
production couldn’t.seem to get going. 
And they can talk of Jeffers, and of Don- 
ald Nelson, drafted from Sears Roebuck 
to bring some order out of the confused 
and dangerous distribution center that 
is Washington. 

Yes, Business has a story totell. Itis 
the magnificent story of How We Won 
The War. Business won’t win it alone; 
labor and brave men and foresighted, 
patriotic civilians will win it. 

But when it is won let the Average 
Man say, “Government? Yes, but let’s 
let the Business Men run the post-war 
world. They proved they have the know- 
how!” 


We are already experiencing, as a peo- 
ple, some of the sacrifices which winning 
the war entails and it can be said with cer- 
tainty that we have much more severe sac- 
rifices yet to face. 

As patriots, we will resist every tempta- 
tion to create an inflated currency and re- 
frain from the making of purchases not 
absolutely essential. Every dollar that we 
are privileged to call our own we owe to 
our fortunate position as American citizens 
and every dollar not needed for the bare 
necessities of life we must lend to our coun- 
try in this time of its greatest need. 


Bruce Baird, President of National 
Savings and Trust Co., Washington, 
BD. €. 





CURRENT EVENTS 


“TRUSTEESHIP IN WARTIME” 


Program of A. B. A. Wartime Conference, 
Feb. 9, 10 and 11; The Waldorf-Astoria, 


New York City 


First Session: Feb. 9, 10:00 A.M. 


Address of the President: LOUIS S. HEAD- 
LEY, President, Trust Division, A.B.A., 
and Vice President, First Trust Company 
of Saint Paul State Bank, Saint Paul, 
Minn. 

Powers of Appointment: ERWIN N. GRIS- 
WOLD, Professor of Law, Harvard Uni- 
versity. 


Second Session: Feb. 9, 2:00 P.M. 


Wartime Personnel Problems: Panel discus- 
sion by: 
WILLIAM POWERS, Director, Customer 
and Personnel Relations, A. B. A., leader. 
J. STANLEY BROWN, Personnel Direc- 
tor, Chemical Bank & Trust Company, 
New York. 
LESLIE K. CURRY, Vice President, 
Mercantile-Commerce Bank and Trust 
Company, Saint Louis, Missouri. 
GEORGE E. PARKER, Jr., Vice Presi- 
dent, National Bank of Detroit, Detroit, 
Michigan. 

Where Are We Headed?: GILBERT T. 
STEPHENSON, Director, Trust Research 
Dept., The Graduate School of Banking, 
A. B.A. 


Third Session: Feb. 10, 9:15 A.M. 


Trust Public Relations and New Business in 
Wartime: WILLIAM H. NEAL, Vice 
President, Wachovia Bank and _ Trust 
Company, Winston-Salem, N. C. 


The Ohio Fiduciary Research Bureau: 
RICHARD S. DOUGLAS, Assistant Coun- 
sel, Cleveland Trust Company. 


Implications of Rent Control: ERNEST M. 
FISHER, Director, Research Mortgage 
and Real Estate Finance, A. B. A. 

The War: 

BRIG. GEN. JOSEPH N. DALTON, U. S. 
Army. 

LIEUTENANT JOHN D. LODGE, 
U.S.N.R., New York. 

REAR ADMIRAL STANLEY V. PARK- 
ER, United States Coast Guard, New 
York. 


A 
Oo 


JO 
UI 
EL 


ST 
FAGAN, U. 
S. Marine 
Corps, Com- 
manding Of- ' 
ficer, Marine 
Barracks, 
Bayonne, N. J. 


LOUIS S. HEADLEY 


Fourth Session, Feb. 10, 2:00 P.M. 


War Financing and the Postwar Business 
Outlook: ARTHUR R. UPGREN, Vice 
President and Economist, Federal Reserve 
Bank of Minneapolis. . 

Interest Rates: J. H. RIDDLE, Economic 
Advisor, Bankers Trust Company, New 
York. 

Economic—Investment Panel: 

PAUL F. CADMAN, Economist, A. B. A., 
leader. 

GWILYM A. PRICE, President, Peoples- 
Pittsburgh Trust Company. 

WILLARD ATKINS, Chairman, Depart- 
ment of Economics, New York University. 
MONTFORT JONES, Professor of Fi- . 
nance, The University of Pittsburgh. 


Fifth Session: Feb. 11, 9:15 A.M. 


Panel Discussion on Tax Problems: 


CHARLES H. MYLANDER, Vice Presi- 
dent and Trust Officer, Huntington Na- 
tional Bank, Columbus, Ohio, leader. 

H. M. BARDT, Vice President and Trust 
Officer, Bank of America N. T. & S. A,, 
Los Angeles. 

EDWARD H. McDERMOTT, McDermott, 
Will & Emery, Chicago. 

A. G. QUAREMBA, Assistant Vice Presi- 
dent, City Bank Farmers Trust Company, 
New York. 

The Revocable Trust—Its Use in Times of 
War and Peace: MAYO A. SHATTUCK, 
Haussermann, Davison & Shattuck, Bos- 
ton. 


At a luncheon tendered by the New York 
Clearing House Association on Feb. 11, at 
12:45 P.M., Daniel L. Marsh, president of 
Boston Univ., will be the featured speaker. 
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~ FIDeEuty. PHILADELPHIA 
Trust COMPANY 


Organized 1866 
Statement of Condition, December 31, 1942. 


ASSETS 

Cash on Hand and due from Banks... . $40,953,177.37 
Loans ‘j 38,050,735.53 

Investments: 
U. S. Government Securities 43,956,709.31 
State, County and Municipal Securities 13,821,138.49 
Other Investments 23,118,542.26 
Mortgages Owned 2,139,894.50 
Investment in Fidelity Building Corporation 3,230,468.07 
Real Estate Owned .. . 3,997,299.31 
Vaults, Furniture and Fixtures 1,299,277.05 
Accrued Interest Receivable 687,438.74 
Prepaid Taxes and Expens2s 305,088.69 
Cash and Transient Collections 379,591.75 
Other Assets 177,656.61 
$172,117,017.68 


Capital $6,700,000 00 
Surplus 11,000,000.00 
Undivided Profits. ...........-.. 2,130,477.89 
Reserve for Contingencies. etc 636,087.95 
Reserve for Interest, Taxes, etc 544,032.22 
Other Liabilities 9,450.00 
Deposits 151,096,699 62 

$172,117,017.68 
United States Government obligations and other securities carried in the above state- 


ment are pledged to secure Government, State and Municipal deposits, Clearing House 
Exchanges, and for fiduciary purposesas required by law in the sum of $30,165,857.62. 


MARSHALL S. MORGAN KENNETH G. LE FEVRE 


resicent Treasurer 


135 South Broad Street a 325 Chestnut Street 


MEMBER 
FEDERAL DEPOSIT INSURANCE 
CORPORATION 


MEMBER 
FEDERAL RESERVE SYSTEM 





CURRENT EVENTS 


THE TRUST YEAR IN REVIEW — AND IN PROSPECT 


ra 4 REATLY encouraging” is the best 

JJ way to characterize trust develop- 
ments of the past year and the outlook 
for 1943, as revealed in the annual re- 
ports to bank stockholders which reached 
us up to the time of going to press. We 
note an optimistic tone for the future of 
trust business but—more significant— 
concrete evidence of two important facts: 
the first, a growing recognition on the 
part of bank management of the value 
of the trust department; and second the 
mention of specific opportunities for in- 
creasing the profitability of trust busi- 
ness. 

An outstanding example combining 
both features is the report of President 
James E. Gowen of the Girard Trust 
Company in Philadelphia. It is of inter- 
est not only in this connection but also 
as indicative of a policy which other in- 
stitutions might follow. Mr. Gowen 
says: 


“. . . the administration of trust estates 
. has grown increasingly involved and 
complex, requiring of fiduciaries a far great- 
er measure of service with a consequent en- 
largement of their responsibilities. These 
facts should be . . . compensated for by an 
increase in the fees paid, by way of com- 
missions, for services performed. With this 
in mind, we have been engaged, for some 
time past, in a careful analysis of the costs 
of administering all existing trust and 
agency accounts. When it can be demon- 
strated, as a result of said analysis, that 
the fees presently applicable are non-com- 
pensatory, the beneficiaries of such accounts 
and our co-fiduciaries are so advised and an 
earnest endeavor made to increase the com- 
missions receivable or to secure for the 
corporate trustee a greater proportion of 
the total of the compensation due all the 
trustees. Our efforts in this respect, which 
have been well received and quite successful, 
will be further extended. ° 
“In years gone by, when the administra- 
tion of trust estates was far simpler than 
is the case today, the practice developed, 
sanctioned by the Courts in the absence of 
statutory authority, of providing compensa- 
tion for trustees through the medium of a 
commission upon income collected and at the 
termination of the trust, perhaps several 
generations later, through the allowance of 


a management fee, which might in itself 
not be adequate, based upon the value of the 
corpus of the trust. Such practice is eco- 
nomically unsound in the light of prevailing 
conditions, postponing, as it does in numer- 
ous cases, for many years the realization by 
the trustee of a fee which may or may not 
be commensurate with the services rendered 
and the risks assumed. Accordingly, it is 
our policy at this time, in our negotiations 
with prospective clients, to quote a fee* 
payable annually, which we believe to be 
compensatory, which is based upon a certain 
percentage of the principal value of the 
trust or agency account involved, for it is 
the principal value which measures the re- 
sponsibility of the trustee or agent, aside 
from the duty to maintain a reasonable in- 
come yield, and this fee may be payable out 
of income or principal, or partially out of 
income and partially out of principal, at the 
election of the client... 


“Your Company, together with other 
corporate trustees and individual beneficia- 
ries, ...at the coming session of the Legis- 
lature . .. will advocate the adoption of a 
law substantially similar to that rule of 
law formulated and applied by the Courts 
which has been in effect within the Com- 
monwealth of Massachusetts for many years 
and which, popularly known as the “Massa- 
chusetts Rule,” is in substance the rule of 
prudent investment ... The officers of the 
Trust Department will be glad to supply 
those of our shareholders and clients who 
may be disposed to support the enactment 
of such legislation with such further in- 
formation as they may desire.” 


HILE strictly not an annual report, 

the Dec. 31, 1942, statement of con- 
dition of the Lincoln-Alliance Bank and 
Trust Company in Rochester, N. Y., con- 
tains aspects of the former. But it is re- 
ferred to here for a more substantial rea- 
son. In addition to a paragraph high- 
lighting the bank’s trust service, there is 
a full page “ad” on the back cover of the 
statement, headed “Estate Planning in a 
War Time Economy,” describing the pur- 
poses of estate planning, and offering the 
trust officers’ experience in selecting the 


*The new fees are about $5 a year for each 
$1,000 in the account, or less depending on the size 
of the account and type of service rendered.—Ed. 
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“most effective method” of “providing 
for your Family.” 


The statement itself lists the Trust 
Department’s assets at $112,341,478.16. 


EVERAL institutions, including the 

Chase National Bank of New York 
and the Continental Illinois National 
Bank and Trust Company of Chicago, 
cite the increasing interest in trustee- 
ships under employee retirement plans, 
profit sharing plans and bonus plans. 
These fields offer tremendous openings 
for new trust business. The Chase re- 
port also mentioned the impetus which 
war conditions have given to use of in- 
vestment advisory service by customers 
whose securities are held in safekeeping 
by the bank. 

Other banks are looking forward to the 
resumption of corporate financing and 
the consequent profitable earnings from 
corporate trust functions. These com- 
ments and others of a general nature, as 
taken from the received reports of those 
banks which mention the trust depart- 
ment, follow: 


Our Trust Department has continued to 
do a satisfactory personal trust business 
and has added some excellent corporate 
trusteeships but the volume of this business 
has been less, due to the fact that corpora- 
tions have not been doing much financing. 
—Harris Trust and Savings Bank, Chicago. 


In spite of the small number of new pri- 
vate bond offerings and the lack of activity 
in the securities market, the business of the 
corporate division of the department com- 
pares favorably with last year. We are 
gratified by the number of persons who are 
appointing us as executor and trustee under 
their wills and by the increasing use of the 
various other facilities of our personal trust 
division.—Bank of the Manhattan Co., New 
York. 


The Personal Trust Division had its best 
year of earnings, reflecting increasing cus- 
tomer appreciation of these important facili- 
ties. We do not anticipate any recovery in 
corporate trust activity or earnings until 
there is a resumption of public financing of 
industry after the war.—City National Bank 
and Trust Co., Chicago. 
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The value of the new business that came 
under the control of the Company for the 
year ended 30th June was £1,312,833. The 
total Trust and Agency Funds under Ad- 
ministration on 30th June, 1942 was £13,- 
087,994. The number-of notifications of the 
Company’s appointment as executor and 
trustee of Wills was the highest in any one 
year of the Company’s 63 years of life.— 
Executor Trustee and Agency Co. of South 
Australia, Ltd., Adelaide. 


The volume of personal trust business 
showed an encouraging increase in most 
categories. In the Corporate Trust Depart- 
ment, however, there was a substantial de- 
cline due the absence of new corporate 
financing and inactivity in the security mar- 
kets, and consequently a reduction in the 
Trust Company’s earnings.—City Bank 
Farmers Trust Co., New York. 


On February 5, 1937 our trusts, on an 
appraised valuation of estates, cost basis of 
trust estates and par value of custodian ac- 
counts, including uninvested principal cash, 
amounted to $3,019,188.90, while on Decem- 
ber 31, 1942 that amount had increased to 
$32,860,401.83.—First National Bank, Palm 
Beach, Fla. 


Customers of our Trust Division continue 
to require our facilities for the management 
of their investments and the maintenance 
of a complete trust service.—Chicago Title 
and Trust Co. 


The Trust Department continued to oper- 
ate on a profitable basis in 1942. From the 
standpoint of new business received, it was 
a particularly favorable year and the poten- 
tial business of the Department continued 
to develop satisfactorily.—Natiorfal Bank of 
Detroit. 


The contribution of the Trust Depart- 
ment to earnings was greater in spite of 
the fact that some of the fees were with- 
held from 1942 earnings and carried over 
to 1943. Its resources are considerably in 
excess of and kept separate and apart from 
those of the Banking Department. New 
business of $1,820,000 was added to the 
books. Income of $1,240,000 was collected 
for beneficiaries and principal of $2,038,000 
was distributed.—Montclair (N. J.) Trust 
Co. 





CURRENT EVENTS 


A. B. A. Staff Changes 


Three members of the staff of the Amer- 
ican Bankers Association have been ap- 
pointed deputy managers of the Association. 

Dr. Ernest M. Fisher, director of Re- 
search in Mortgage and Real Estate Fi- 
nance, has been appointed deputy manager 
in charge of the Savings Divisions and will 
continue to be in charge of the Mortgage 
and Real Estate Finance Department. J. 
R. Dunkerley, assistant secretary of the 
Savings Division, will be associated with 
Dr. Fisher as secretary of the division. In 
addition, Mr. Dunkerley has been advanced 
from assistant secretary to secretary of 
the Membership Committee. 

William Powers, director of the Depart- 
ment of Personnel and Customer Relations, 
has been named deputy manager and will 
continue in charge of that department. 

J. E. Drew, secretary of the Public Re- 
lations Council and secretary of the Na- 
tional Ration Banking Committee, has been 
named deputy manager in charge of those 
activities. 

Walter B. French, deputy manager in 
charge of the Consumer Credit Department, 
will assume the responsibilities of the State 
Bank Division and the Bank Management 
Commission in addition to his present activ- 
ities. Melvin C. Miller, formerly assistant 
secretary of the State Bank Division and 
of the Bank Management Commission, will 
be associated with Mr. French as secretary 
of both the division and the commissicn. 

William T. Wilson has been promoted 
from assistant secretary to secretary of the 
State Secretaries Section and will continue 
as director of the Public Education Commit- 
tee. 


WILLIAM POWERS 
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Trust Division Appointments 


Appointments to committees of the Trust 
Division, American Bankers Assn., were 
recently announced by President Louis S. 
Headley, who is vice president of the First 
Trust Company of St. Paul State Bank. The 
chairmen are as follows: 

Common Trust Funds: George C. Bar- 
clay, asst. vice president, City Bank Farm- 
ers Trust Co., New York. 

Costs and Charges: W. Elbridge Brown, 
vice president, Clearfield (Pa.) Trust Co. 

Fiduciary Legislation: Roy C. Osgood, 
vice pres., First National Bank, Chicago. 

Liability Insurance for Fiduciaries: Rob- 
ert G. Stephens, vice president, Central 
Hanover Bank & Trust Co., New York. 

Operations for Trust Departments: R. 
M. Kimball, vice president, Continental IIli- 
nois National Bank & Trust Co., Chicago. 

Relations with the Bar: Raymond H. 
Trott, vice president, Rhode Island Hospital 
Trust Co., Providence. 

Relations with Life Underwriters: Roy 
H. Booth, asst. vice president, The National 
Shawmut Bank, Boston. 

Taxation: William A. Stark, vice presi- 
dent and trust officer, Fifth Third Union 
Trust Co., Cincinnati. 

Trust Education: James W. Allison, vice 
pres., Equitable Trust Co., Wilmington, Del. 

Trust Information: Towner Phelan, vice 
president, St. Louis Union Trust Co. 

Trust Investments: Donald C. Miller, 
vice president, Harris Trust & Savings 
Bank, Chicago. 

Trust Policies: Frederick A. Carroll, 
vice president and trust officer, The Na- 
tional Shawmut Bank, Boston. 


DR. ERNEST M. FISHER 
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Guaranty Trust Company of New York 


140 Broadway 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 


London: 11 Birchin Lane, E. C. 3; Bush House, W. C. 2 
Condensed Statement of Condition, December 31, 1942 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 

Due from Banks and Bankers ........... seveceeniccnecccece-cesese-- GAO, 145,488.00 
U. S. Government Obligations ....................-.-------..----------------------- 1,692,372,867.88 
Public Securities 46,676,486.16 
Stock of the Federal Reserve Bank ...............-..--------.--------------------- 7,800,000.00 
Other Securities and — Ea ew Pere ees ee ene ea ae 21,754,946.79 
Loans and Bills Purchased . EE CM 
Credits Granted on Acceptances ae COA et Se een 1,207,213.88 
Accrued Interest and Accounts Receivable 7,634,055.83 
Real Estate Bonds and Mortgages .................-.-----.--.--.-------------+--- 1,686,078.11 


2,983.790,353.49 
Bank Buildings 10,603,604.19 
EO DREN re ae Re 1,104,664.63 


Total Resources ........................................-.-........-..82,995,498,622.31 


LIABILITIES 


Deposits $2,676,622,241.77 
Treasurer’s Checks Outstanding 21,639,937.96 


$2,698,262,179.73 
Acceptances $4,722,150.08 
Less: Own Acceptances Held for Investment 3,514,936.20 


1,207,213.88 
Liability as Endorser on Acceptances and 
Foreign Bills 73,911.00 
Foreign Funds Borrowed 152,550.00 
Dividend Payable January 2, 1943 2,700,000.00 
Items in Transit with Foreign Branches and Net 
Difference in Balances Between Various Offices 
Due to Different Statement Dates of Foreign 
Branches 1,309,555.54 
Miscellaneous Accounts Payable, Accrued Taxes, ete. ...............- 9,246,152.82 


2,712,951,562.97 


$ 90,000,000.00 
Surplus Fund 170,000,000.00 
Undivided Profits 22,547,059.34 


Total Capital Funds 282,547,059.34 


Total Liabilities $2,995,498,622.31 
Securities carried at $617,335,858.62 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public monies as required by law, and for other purposes. 

This Statement includes the resources and liabilities of the English Branches as of 


December 26, 1942, French Branches as of September 30, 1942, and Belgian Branch 
as of October 31, 1941. 


Member Federal Deposit Insurance Corporation 





THE TRUST STORY AND THE PRESS 


Several Ways to Tell the Story of Private Protection 


C. DELANO AMES 
Manager, Public Relations, Maryland Trust Company, Baltimore 


E are fighting to preserve secur- 
ity and freedom—not merely na- 
tional security and national freedom, 
but economic security and freedom 


of the individual from want and the 
fear of want. These have been two 
of the prime objectives of the demo- 
cratic social order from its beginning. 

And in our civilization one of the 
foremost agencies for this economic 
protection of individuals has been the 
trust institution. Then is it not odd 
that up to the present all efforts to 
prevail upon a free press to tell to 
the people the story of the trust in- 
stitutiqn’s service in the cause of 
economic security and freedom have 
borne so little fruit? 

Some may be inclined to blame the 
press; others may say that the trust 
institutions are bungling publicists. 
Both doubtless are true to some extent. 
But the real cause of the wretched lack 
of publicity for the personal trust story 
is a combination of facts and circum- 
stances, which, while they have stood 
effectively between the trust story and 
the light of public print, are not to be 
blamed upon anyone. 

It has been one of my lifelong hob- 


bies to ride in the cab of locomotives. 
The swaying lunge, the sense of great 
power and speed, even the noise gives 
me a thrill that I get from nothing else. 
But to the engineer it’s no thrill, just 
the humdrum of every day; it’s his job, 
a duty to be done. He scratches his 
head and wonders why anyone should 
be fool enough to pay his fare and then 
choose to ride in the roughest, dirtiest, 
noisiest spot on the train. 


In a somewhat similar manner the 
human relations of a trust department 
are the daily grist of the trust official’s 
mill. Consequently, he is prone to lose 
sight of the intriguing personal epi- 
sodes in his work. To be sure, the 
greater part of that work is dry detail 
of investment and accouting, of probate, 
or reports and orders of court. But 
there is a great deal more the signifi- 
cance of which, to the outsider, is lost in 
the ever-flowing current of routine. 
There is probably more material of hu- 
man appeal in the workaday life of an 
active trust department than in any other 
business organization. 


Human Interest vs. Statistic 


T is axiomatic that, next to himself 
and his own doings, the human be- 
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ing is more interested in other persons 
and their doings than anything else. 
In his relations with his customers and 
beneficiaries, the trust official sees the 
full scale of human emotions and reac- 
tions, fortunes and misfortunes. This 
is more than ever true in times of great 
emergency. But these human episodes 
along the way become mere guiding in- 
cidents in the ultimate picture, by-pro- 
ducts of the main and all important 
operation of carrying out the terms of 
the will or trust deed. 

Furthermore, there enters into the 
situation the confidential relationship 
which must obtain between the trust 
institution and its customers. The ve- 
hicle of a trust story good enough to 
make the news columns must be some 
event or situation quite out of the ordin- 
ary and having about it an element of 
the dramatic. The very fact that it 
must be unusual increases the possibil- 
ity of its being identified, even though 
names be not mentioned and every 
effort be made to handle the material 
in such a way as to obviate the likeli- 
hood of its becoming tied up with any 
particular individuals. Here very na- 
turally and properly the trust official 
must lean backwards lest by giving even 
camouflaged publicity to the story, he 
offend its dramatis personae and lay 
his department open to the charge of a 
betrayal of confidence. 


If, then, the trust official is so en- 
grossed in the principal issue that he 
often fails to recognize the ‘publicity 
value’, if you want to call it that, of 
the human interest stories which de- 
velop in the course of his work, or is 
restrained from using them by reason 
of their confidential nature, how about 
the financial editor who constitutes the 
normal press contact of his institution? 
The financial editor is of course more 
news minded than is the trust official. 
It’s his business to be. But the average 
financial editor, by virtue of his train- 
ing and his major duties, is news 
minded much more along strictly busi- 
ness lines than he is along the human 
side. When he goes digging for items 
of interest to his readers he hunts up 
reports of market conditions, dividend 
actions, receiverships, reorganizations 
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and the like. He revels in statistics, 
comparisons and graphic charts. Both 
his mind and the newspaper pages over 
which he presides are so full of things 
of this kind that he is apt to shy at any 
written words emotionally more stimu- 
lating than the Dow-Jones averages, 
and when he comes upon a real human 
interest story in a financial setting he 
hardly knows either what to do with 
it or where to put it. 

—Purely as an aside, and with no ref- 
erence whatsoever to financial editors 
either individually or collectively, I 
have often wondered why the financial 
pages should be, as they so appear, the 
favorite advertising spot for morticians 
and their funeral ‘homes’. One of these 
days I shall remember to ask some of 
my friends in this cheerful profession 
what the answer is.— 


Why Only the Financial Section? 


HILE the financial editor is the 
normal press contact for a trust 
institution, the financial section is only 
a part, after all, of a newspaper, and a 
comparatively small part at that, and it 
is read by only a small percentage of the 
paper’s readers. Why, it may appro- 
priately be asked, cannot other columns 
of the paper be used? Basically there is 
no reason. Take, for instance, the Sun- 
day feature section. It would, as a mat- 
ter of fact, be a much better place for a 
trust story than the financial pages. For 
that matter so would the women’s col- 
umns or other run of the paper space. 
But if a trust official does not recognize 
the story-value of a given episode for 
the financial editor, how can he be ex- 
pected to recognize it for "the Sunday 
feature editor? Or if a story is of a 
nature so confidential that it is too ‘hot’ 
for one section of the paper, how could 
it be properly used in any other section? 
Here too one has to consider that the 
average banker, and trustman no less, is 
ordinarily newspaper shy to begin with. 
His natural inclination is to shun re- 
porters, and when they do catch up with 
him he is apt to answer their questions 
so guardedly as to give the impression 
of evasion. That is one of the reasons 
why banks have always had such a notor- 
iously ‘bad press’. The financial editor 
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is the one newspaper man with whom the 
average banker will talk without undue 
reticence. They both speak the same 
language and their interests run along 
the same general lines. But the very 
thought of the Sunday feature editor 
would be enough to give some bankers 
creeping paralysis instanter. In the 
mind’s eye they would see the brightly 
colored first page of a highly sensational 
weekly supplement and would instinctive- 
ly visualize their story featured alongside 
a luridly illustrated account of how the 
beautiful blonde of Barry Street buried 
six husbands underneath the coal bin, 
and promptly reach for the aromatic 
spirits of ammonia. 


Role of Public Relations Man 


HERE, it may be asked, does the 

institution’s public relations man 
stand in the picture? He knows the fin- 
ancial editors and the feature editors 
and is familiar with the mysteries of the 
city desk. Certainly he should be able 
to develop some worthwhile cooperation. 
That is true, but his hands are still tied 
because he has no access to the confiden- 
tial intimacies of trust accounts. And 
any trust officer who would allow a pub- 
lic relations man or anyone else free 
reign to gather and publish newspaper 
stories out of the intimate experiences of 
his customers would hardly be a fit cus- 
todian. 


On the other hand there are numer- 
ous instances in which a discriminating, 
yet news-minded trust official has ac- 
cess to these things. In such cases he 
can and does select his stories out of 
the experiences of his customers and, 
working with the public relations man, 
is able to assemble his material around 
them in a readable way either us an 
informative financial page item, a Sun- 
day human-interest story or a woman’s 
feature, as the particular material in 
hand may indicate. This kind of a set- 
up gives the trust story a chance to see 
the light of day. 

Fiduciary publicity is a job which runs 
up against almost every adverse circum- 
stance that one can imagine. Only the 
cut and dried services which a trust in- 
stitution renders to corporations present 
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no problems in their publicizing. From 
then on the whole task hangs squarely on 
the human interest element. And there 
the trouble starts. 

Once in a while, however, the trust 
story comes into its own in a most unex- 
pected manner and entirely outside of 
any discernable connection with the trust 
business itself. And when it does it at- 
tracts a great deal of favorable attention. 
Within recent months, Dorothy Dix, in a 
feature of the Bell Syndicate well known 
to all newspaper readers, devoted an 
entire column to a trust discussion of 
unusual interest and sound counsel. It 
made no mention of the corporate trustee 
as such, but it made excellent reading 
and put the trust story across in a very 
striking manner. Inquiry to the Bell 
Syndicate elicited the information that 
banks all over the country had asked per- 
mission to reproduce the feature in their’ 
advertising. 

The prime value of publicity of this 
kind is that it emanates from a source 
which quite apparently has no fish to 
fry. Its flight to the target is not im- 
peded by that conscious or unconscious 
mental reservation which is invariably 
present when a message is conveyed 
either through a paid advertisement or 
through publicity from a source which 
has a financial interest in the service 
which the story seeks to promote. But 
the facts, the background and color must 
be available first. A happy solution may 
be found in the conduct of “Open House 
Tours” as reported in these pages in re- 
cent months, with newspaper representa- 
tives and local writers specially invited. 


The 
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PLANNING YOUR ESTATE 
With Some Emphasis on When Not to Save Taxes 


RENE A. WORMSER 
Member of the New York Bar 


Mr. Wormser is well known to readers of Trusts and Estates, both as 
a contributor and as author of “Your Will and What Not to Do About It,” 
and his recently published “Personal Estate Planning in a Changing 


World.” 


discuss various tax-saving mechanisms. 
excellent material for distribution by banks to trust prospects. 


The following article is the first of two. 


In the second, he will 
Together, they should provide 
We shall 


be glad to quote prices for reprints.—Editor’s Note. 


FEEL it necessary to emphasize the 

importance of knowing when not to 
save taxes. Naturally, we should try to 
save taxes, when and where we properly 
can, but we should not let the desire to 
save a dollar lose a purpose. 

The subject of estate tax planning 
needs a philosophic approach. Estate 
tax planning is only an incident to estate 
planning, and should not be given un- 
natural predominance. The philosophy 
or theory of the general estate plan 
should guide and limit the tax savings 
to be accomplished. That principle seems 
obvious enough, but it is easy to forget 
it in practice. 

A formula for estate planning is not 
possible, but in my recent book I did sug- 
gest a simple, logical process through 
which the layman could analyze his wish- 
es, circumstances and possibilities for 
the purpose of outlining an intelligent 
plan. I suggested that the layman might, 
successively, answer five questions: 
WHO? WHY? WHEN? WHAT? and 
HOW? 


Answering the Five Questions 


ELECT the individual and establish 
his characteristics, circumstances and 
necessities. Identify him as a living, 
breathing subject with human attributes. 
You are then working not just with a 
name but with a living person who pre- 
sents a series of living problems to you. 
Then answer the question “WHY?” It 
may be just because you wish to leave 
him ten dollars. But the chances are 


that you have more expanded reasons 
than that. 

I suggest the question “WHEN?” be- 
cause so many persons think of an estate 
plan merely as a plan for disposing of 
property at death. There are three 
times, in general, when a benefaction 
may be made. The first is during your 
own life; the second is at your death; the 
third is at some postponed time after 
your death. 

“WHAT?” property have you available 
to your purposes? If it isn’t suitable to 
these purposes, can you readily convert 
into property which would be suitable? 

Only when you have answered all four 
preliminary questions are you ready to 
answer the “HOW?”—to consider the 
various mechanisms by which your plan 
may be implemented. 


Specific and General Objectives 


SIDE from the selection of the bene- 

ficiary the most important determin- 
ants of the estate plan are those which 
are found in the answer to the question 
“WHY?” The philosophic approach is 
found here, for the “why” factor guides 
the whole plan. 

This factor has two parts. The first 
consists of the specific objectives relating 
to the selected individual. The second 
consists of general or basic objectives or 
theses in your plan. They must be kept 
uppermost in mind in implementing it. 
Of them the most vital are: flexibility, 
liquidity and the preservation or grant- 
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ing of working capacity. When any sug- 
gested mechanism conflicts with any of 
these basic objectives, the mechanism 
must, except in rare cases, be discarded, 
and this is particularly true of tax saving 
mechanisms. 


“Humility of opinion is the better part 
of wisdom in planning. Pet precepts 
and concepts should be examined and 
re-examined before any plan is laid out, 
and then it should be done in such fash- 
ion that it can be accommodated to the 
unanticipated changes which may come. 
No mechanism is truly sound which has 
not in it enough flexibility to enable it 
to meet unexpected emergencies. No plan 
is truly sound which leaves you and your 
estate unliquid.”* 


As to the preservation and granting of 
working capacity: 


“Your own greatest asset is your abil- 
ity to work and earn, rather than the 
physical property which you may have 
or acquire. By the same token, the most 
valuable gift which you can make to 
others is to give them the capacity for 
work and earning. Economic and social 
survival is more probable if one has 
earning capacity than if one has proper- 
ty, for property may be assailed in the 
future to an extent which might make it 
a poor prop.’’** 


How to Pay the Taxes 


HE most important problem in es- 

tate tax planning is how the death 
taxes are to be paid. A preliminary to 
the solution of this problem, one so clear 
and obvious that it gets little attention 
from the layman, consists of making a 
careful and rather technical estimate of 
the taxes which the estate must bear. 
The rates are of little use unless applied 
to the sort of balance sheet which the tax 
authorities would set up for the estate. 


One item often omitted consists of 
property which would be taxed to the es- 
tate though not actually passing through 
the estate or by the will. Some of the 
classes of such property, carrying tax 
liability, are the following: 

*Personal Estate Planning in a Changing 


World (Simon & Schuster) page 8. 
**Ibid., p. 5. 
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1. Life insurance, in which you have 
retained any of the incidents of owner- 
ship, or to the extent that you have paid 
the premiums directly or indirectly. 

2. Gifts in contemplation of death, in- 
cluding not only those actually in con- 
templation of death, but also those which 
you make within two years of death, 
which carry a presumption of being so 
made, unless you are certain that the pre- 
sumption can be overcome. 

3. Gifts to take effect or enjoyment at 
or after death, a difficult class for a lay- 
man to specify, since technicians cannot 
always do so. 

4. The principal of almost all trusts, 
unless they are completely irrevocable 
and the creator has surrendered all in- 
terest and control. 

5. Property over which you have a 
power of appointment at your death, 
whether you have exercised it or not, un- 
less it comes within certain specific types 
of powers delineated in the 1942 Revenue 
Act. 

6. Certain interests in property held 
with others, such as your home, which, 
by the nature of the title held, may pass 
directly to your wife at your death. 

Then strike off a balance sheet, noting 
debts and contingent obligations (and 
your unpaid income tax bill). There will 
also be administration expense on your 
estate, including fiduciaries’ fees, pro- 
viding the lawyer’s wife with a new fur 
coat, and general administration items. 
Then apply the tax rates, and see what 
your tax problem really is. 

Now set up another kind of a state- 
ment. On one side show,your assets— 
those which will be available to your exe- 
cutor. On the other, show all the pay- 
ments which the executor will have to 
make, including: debts and obligations, 
administration expense, taxes (subject, 
in some instances, to partial apportion- 
ment) and bequests of cash (and write 
off any property, from the other side, 
which is specifically bequeathed or de- 
vised ).. 


Making It Easy for Executor 


ILL the executor have an easy time 
liquidating your estate to pay its 
obligations? Will there be an unantici- 
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pated and unnecessary shrinkage in the 
estate through forced sales and unfor- 
tunate liquidations? If it doesn’t look 
good, there are a lot of things you can 
do about it. All of them are not avail- 
able in each case. Here are some of 
them. 


1. You can keep liquid. That is easy 
enough for the retired man living on in- 
come, but is generally impossible to the 
man in business. 

2. You can make yourself as liquid as 
possible. For example, avoid invest- 
ments in securities which are not readily 
marketable, or sell property which might 
be difficult to sell just when you happen 
to die (it is always a bad time to sell 
when you have to sell). You might have 


a Rembrandt or a Picasso, but it will 
cost your estate a substantial death tax if 
you pass it on to your heirs, and the 
work-of-art market may drop to an all- 
time low for years after your death. The 
same thing is true of the grandiose type 
of country home. 
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3. You can make gifts for the purpose 
of reducing the size of your estate and 
thus the tax burden. Or you can make 
gifts of “frigid assets” such as referred 
to above. 


4. You can provide life insurance. 
Whether payable to your estate or to oth- 
ers, it will all be taxable in your estate 
and thus increase the tax at the same 
time that it provides funds for the pay- 
ment of the taxes. It is best, in most 
instances, to have the beneficiaries them- 
selves own the life insurance policies on 
your life, having them take out the poli- 
cies on your life and pay the premiums, 
with their own funds, in which case the 
proceeds will not be taxable. 


5. Life insurance can be transferred 
to an insurance trust, set up by you with 
your own policies as corpus, or by the 
beneficiary with policies owned by him. 
The trust, an extremely convenient and 
useful estate planning tool, can fulfill a © 
liquidating function, for the trustee can 
be authorized to buy assets from the es- 





FEDERAL 


Income, Gift 
and Estate 
TAXATION 


By 
JACOB RABKIN 


and 


MARK H. JOHNSON 


This is the new, loose-leaf tax text book that INTEGRATES THE NEW TAX 


LAW with the whole body of tax law. 


In this way you can see the whole, 


balanced picture and obtain suggestions for action which should be taken 


at the earliest possible moment. 


From the Harvard Law Review: “exceptionally well written . 


- accurate . 


a praiseworthy compression of a vast amount of material into a conveniently usable 


volume .. 


. monthly supplements appropriately insertable (is) no small advantage.” 


Price $25. includes monthly service for one year 


FREE APPROVAL 
(Including free copy for your own use, of the Authors’ new pamphlet, ANALYSIS OF 


THE 1942 TAX LAW, WITH TABLES.) 


To Trusts AND EsTATES 
50 East 42nd Street 
New York, N. Y. 


Enclosed find $25; please send the Rabkin & 
Johnson, 
Taxation” on 10 days’ approval. 


“Federal, Income Gift & Estate 


ADDRESS 








50 


tate, or even to lend money to the execu- 
tor. Care must be exercised in creating 
a trust for the purpose of assisting in 
the liquidation problem, for there is dan- 
ger that one ill-conceived might increase 
the tax burden. 

6. The living trust, created by you dur- 
ing your own life with existing corpus, 
can be designed to the same end of pro- 
viding funds for liquidating the estate. 

7. Business interests (including part- 
nership interests and stock in closely held 
corporations) often become frozen assets 
at death. But agreements can be made 
between partners or business associates, 
or with employees, looking to the sale of 
the asset at your death, either on a set 
price basis or upon the basis of some 
agreed formula or upon appraisal. They 
can be funded with life insurance poli- 
cies. 

It may be that the forced sale of a sub- 
stantial part of a business interest will 
lose control of the venture for your fam- 
ily. In such event, the various methods 
by which beneficiaries or trustees can 
buy assets from the estate are particular- 
ly valuable, for control may thus be kept 
in the family group. Other methods of 
perpetuating control are sometimes avail- 
able; for example, creating a voting 
trust, of which your beneficiaries are 
successor trustees. Another example is 
creating a small class of voting stock 
which carries control. The larger class 
of stock (which may bear better divi- 
dends and have priority in assets and 
thus would be appraised heavily) might 
then be sold, while the family retains 
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control through the protection of the vot- 
ing stock. Incidentally, there is little 
point in planning how to liquidate part 
of a business interest or how to preserve 
it from decimation by death taxes, if the 
succession. problem has not been solved. 
The business will continue to be profit- 
able for the beneficiaries only if you have 
planned carefully who is to operate it, 
how it is to operate and whence required 
capital is to come. 


8. Gifts to charity form a rational part 
of some estate plans for the incidental 
purpose of reducing the tax burden. Such 
gifts can be used to perpetuate family 
control at the same time that the tax bur- 
den is minimized. This can be done 
(with great care) by giving the stock of 
an enterprise to a charitable foundation 
created for the purpose, the trustees of 
this foundation being predominantly 
members of the family and associates 
who can see that the right persons are 
continued as executives of the company, 
with the proper remuneration attaching 
to office. But GREAT care must be exer- 
cised in setting up such a mechanism, for 
Uncle Sam has a keen eye and his tax 
collectors can find ingenious arguments 
to dissipate ingenious plans. 


9. A profit-sharing trust can be com- 
bined with a stock purchase plan, under 
which payments made by the corporation 
to the trust can be accumulated for the 
purpose of buying stock of a stockholder 
(by contract with him) at his death and 
distributing this purchased stock to em- 
ployees over a period of years. It might 
be funded with life insurance bought by 
the trust on the life of the stockholder. 


10. One other method of reducing the 
tax burden deserves special mention: 
avoiding double taxation. A great num- 
ber of persons of wealth maintain two 
or more residences and take little trouble 
to make certain that they will have only 
one tax-residence at death. The Supreme 
Court has held that two states may each 
claim a decedent as a resident. There 
have been horrible examples of double 
taxation of this kind. Such pitfalls us- 
ually can be avoided through careful 
planning. 

(Continued in the next issue) 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Director, Estate Analysis Company, New York City 


TRUST INCOME FOR SUPPORT OF 
MINORS 


ARENTS who have in the past es- 

tablished a certain type of living 
trust for the benefit of their minor chil- 
dren will be rudely awakened to the fact 
that the trust income is now taxable to 
the parents, as a result of the recent de- 
cision of the United States Supreme 
Court in Commissioner v. Stuart. 


Since the Douglas and Schweitzer cases 
in 1935, it had been settled that the in- 
come of a trust which was actually used 
for the benefit of minor children was tax- 
able to the parent-grantor. The ques- 
tion was still open, however, as to the 
taxability of income which in the discre- 
tion of the trustee might have been so 
applied but actually was not. The Stuart 
case now holds that the parent is taxable 
irrespective of the actual distribution of 
the income. 

Under the trust established by the par- 
ent for his minor children in this case, 
the trustees (grantor, wife and brother) 
were directed to: “pay over to (the minor 
beneficiary) so much of the net income 
from the trust fund, or shall apply so 
much of said income for his education, 
support and maintenance, as to them shall 
seem advisable, and in such manner as 
to them shall seem best, and free from 
control of any guardian, the unexpended 
portion, if any, of such income to be add- 
ed to the principal of the trust fund.” In 
rendering its decision, the Court said in 
part: 


“The Grantor owes to each (minor) 
the parental obligation of support... 
We are dealing with a trust for minors 
where the trustees without any interest 
adverse to the grantor, have authority 
to devote so much of the net income as 
‘to them shall seem advisable’ to the 
‘education, support and maintenance’ of 
the minor. The applicable statute says, 
‘where any part of the income *** may 
*** be distributed to the grantor *** then 
such part *** shall be included in com- 


puting the net income of the grantor.’ 
Under such a provision the possibility of 
the use of the income to relieve the 
grantor, pro tanto, of his parental obli- 
gation is sufficient to bring the entire 
income of these trusts for minors within 
the rule of attribution laid down in 
Douglas vs. Willcuts.” 


Thus we again have illustrated the 
serious tax pitfalls confronting the per- 
son planning his estate. What appears 
to be a perfectly safe tax rule today may 
be the main reason inducing a certain 
type of action by the estate owner. But 
if his sole objective is to save taxes, he 
may soon find himself back where he 
started and probably worse off because 
he has done something with his property 
that he cannot change. Unless there are 
sufficiently sound reasons of a pure pro- 
tective or financial nature to justify the 
adoption of an estate plan, it is the bet- 
ter part of wisdom that such action 
should not be taken for the sole purpose 
of tax savings. 


* * * 


DO NOT REDEEM WAR BONDS TO 
PAY TAXES 


ARCH 15th—income tax day—is 

just around the corner. We al- 
ready hear rumblings from taxpayers 
that they intend to redeem the War 
Bonds they so patriotically purchased, 
and use the proceeds to pay their income 
taxes. We all know that this procedure 
is wrong, but, right or wrong, some tax- 
payers are saying: “I don’t want to do it, 
but where am I going to get the money 
with which to pay my taxes?” The only 
answer may be: “Out of the wages, sal- 
ary or other income that you receive this 
year.” The retort is: “I need all of my 
income to live on.” 


Suppose, for the sake of argument, 
employers should suddenly advise their 
employees that their wages would im- 
mediately be cut 10% for some, more for 
others. From that point on these people 
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would find that after all they could live 
on what was left. This was proven in 
depression days. 

Then suppose that the government 
comes along with a “pay-as-you-go” plan, 
with the tax withheld from wages and 
salaries by employers. The effect is the 
same. Therefore, until we get such a 
plan, taxpayers should be willing to place 
themselves on a_ self-withholding tax 
basis. They must take a proportionate 
percentage of the taxes they owe out of 
each pay envelope and set it aside for 
Tax Day. 


INCOME TAX POSITION OF HEIRS 


ERETOFORE, we have heard much 

about the inheritance tax. problems 
of an estate, but little about the income 
tax problems of the beneficiaries of the 
net estate, probably because our income 
tax rates in the past have not been of 
such terrific impact as they are today. 

In most cases a father’s concern is to 
leave his wife and children an income for 
life of sufficient size to maintain them in 
the comfort to which they were accus- 
tomed while he lived. Under the old 
style of planning an estate owner would 
cause a valuation to be made of his capi- 
tal assets, reduced by the estimated 
amount of estate and inheritance taxes 
and other obligations which must be paid 
at his death. The result would represent 
the net capital available for the protec- 
tion of his wife and children. He might 
then consider that such net capital could 
conservatively earn 342% in income. For 
purposes of illustration, let us assume 
that this net estate capital amounted to 
$100,000 producing an annual income of 
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$3,500. If his widow receives this in- 
come, under present income tax rates, her 
Federal tax bill would be about $500. 
This would be increased by any State in- 
come taxes. Therefore, instead of leav- 
ing her with an income of about $300 per 
month, she would have $250 or less a 
month. 

Our estate owner in the above case 
might have considered $300 the bare 
minimum for his_ wife’s protection. 
Therefore, if he had not had his wife’s 
income tax position pointed out, uninten- 
tionally he might not have left her in the 
position which he desired. In larger es- 
tates, where the net estate will produce 
larger amounts of income, this problem 
is further aggravated. 

The manner in which situations of the 
above type can best be solved is for the 
estate owner to leave more capital in his 
net estate so that his wife will receive 
more income even after deducting her in- 
come taxes. This can be most effectively 
accomplished through the mechanism of 
life insurance as that is the only vehicle 
which would bring additional estate capi- 
tal into being regardless of how soon the 
estate owner died. 


GOVERNMENT BONDS AND VIC- 
TORY TAX POST-WAR CREDIT 


NE of the methods by which the 

post-war credit under the Victory 
Tax can be put to current use is through 
a net increase in the investment holdings 
of the taxpayer in obligations of the 
United States. The Law in this respect 
states, “the term ‘obligations of the 
United States’ means such obligations of 
the United States as the Secretary may 
by regulations prescribe,***.” 

The Secretary of the Treasury has now 
issued regulations on this point, limit- 
ing the type of Government Bonds which 
may be used for this purpose to United 
State Savings Bonds, Series E, F, and 
G. 

In addition to investment in War Sav- 
ings Bonds, the taxpayer may also for 
the current offset make use of the amount 
of premiums paid on life insurance poli- 
cies in force on September 1, 1942, and 
of net annual reduction in his outstand- 
ing debts. 
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WHAT TO DO ABOUT POWERS OF APPOINTMENT? 


ITH the privilege of releasing 

powers of appointment without 
liability to gift and estate taxation hav- 
ing been extended to July 1, 19438, by 
Joint Congressional Resolution, this may 
be an appropriate occasion to consider 
more leisurely some principles which 
might guide attorneys and trust compan- 
ies in addressing to their clients and cus- 
tomers the question—“To release or not 
to release.” 


Probably the first rule to follow is: 
do not lose sight of fundamental objec- 
tives in too-artful dodging of the tax col- 
lector. The fundamental objectives of 
estate planning relate to family welfare, 
not to tax-saving for tax-saving’s sake. 

Second, it should not be overlooked 
that the general power of appointment 
under some circumstances affords defin- 
ite advantages as a dispositive device. It 
is often the most practicable alternative 
to long-range, “dead-hand” control. 
Moreover, the release of a power involves 
the irrevocable surrender of a substantial 
property right. 


Third, where a general power now 
exists (or is contained in a will not yet 
operative) consideration might be given 
to releasing (or modifying) it in part to 
the extent that it will henceforth be exer- 
cisable only in favor of the restricted 
classes set forth in the Revenue Act of 
1942. It is safe to say that in the great 
majority of cases, such a “special” power 
will accomplish the objectives of the don- 
or, and Randolph Paul, Treasury Coun- 
sel, has, by his opinion last month, sanc- 
tioned the telescoping of general powers 
into special powers through the medium 
of a partial release. Two cautions may 
be pointed out here. Mr. Paul’s opinion 
apparently does not have the status of a 
ruling or Treasury Decision and conse- 
quently may not be binding on the Com- 
missioner. The other question is whether 
local law permits such release. On this 
matter, the view has been expressed— 
without benefit of any authority—that 
the Treasury would recognize a release 
for tax purposes even though the release 
was ineffective under state law. 


Fourth, special powers created on or 
before October 21, 1942, and not within 
the new definition, may be considered 
somewhat more calmly. They need not 
be released at all since the statute ex- 
empts them from taxation if not exer- 
cised. Thus, the possessor of such a 
power may bide his time pending future 
developments, being careful in the mean- 
while to avoid exercising the power in his 
will or other dispositive instrument un- 
less and until he is certain he wishes to 
exercise it. In many states, it will be 
necessary specifically to renounce the 
power because of the rule that a general 
residuary clause operates to exercise an 
unmentioned power of appointment. If 
the donee of a special power created prior 
to the effective date of the Act may ap- 
point to the exempt class of persons and. 
to certain non-exempt persons, it might 
be advisable to release the power to the 
extent of the non-exempt class. Should 
the donee do nothing by way of a com- 
plete or partial release and subsequently 
decide to exercise it, the property will of 
course be taxed in his estate. 


Alternatives 


IFTH, it may be possible to achieve 

the essential purposes of the grantor 
or testator without giving his beneficiary 
any power of appointment. For exam- 
ple, a power in the trustee’s sole discre- 
tion to use all or any part of principal 
for the life tenant’s benefit may well sat- 
isfy the need for flexibility in disposing 
of corpus. With income tax rates as high 
as they are and possibly higher in the 
future, the right to use principal as dis- 
tinguished from being limited to income 
may spell the difference between reason- 
able comfort and actual want of a testa- 
tor’s dependents. This too may be one 
of the best reasons for counseling against 
undue haste in releasing powers of ap- 
pointment. 


Sixth, consideration might be given, 
with a view to possible future legislation 
governing powers, to including in wills 
and trust agreements a provision grant- 
ing a power of appointment of the ex- 





54 


empt class under the present law, with a 
proviso that such power shall lapse and 
terminate automatically in the event that 
any estate or gift tax law is enacted sub- 
jecting the possessor to an estate tax if 
he exercises the power in his will or dies 
possessed of it, or to a gift tax if he exer- 
cises or releases it inter vivos. Of course, 
extreme care would have to be taken that 
such a provision is valid and efficacious 
under local law. 


In general, those interested in the sub- 
ject ought to await the Treasury De- 
partment’s regulations for further clari- 
fication of the law. These should be avail- 
able before July 1, 1943. Likewise, legis- 
lation may be passed in some states, 
which may be helpful in determining the 
validity of different types of releases. 


Finally, one ought not to become too 
exercised over this particular phase of 
taxation. It is possible that within the 
next few years, the entire structure of 
Federal taxation will be overhauled, with 
emphasis upon the simplicity and inte- 
gration of income, estate and gift taxes. 
When and if that day comes, many of the 
problems and doubts now vexing estate 
owners should be removed. 


Wage Stabilization and 
Employee Plans 


In order for the contributions of an 
employer to an employes’ trust or annu- 
ity plan not to be deemed “salary” or 
“salary payments” under the Wage and 
Salary Stabilization Law, such employes’ 
trust or annuity plan must meet the re- 
quirements of Section 165 (a) of the in- 
ternal revenue code. Similarly in order 
for the premiums paid by the employer 
for insurance on the lives of his em- 
ployes not to be deemed “salary” or “sal- 
ary payments” under that law, such pre- 
miums must be deductible under Section 
23 (a) of the code. 


These are the conclusions expressed by 
Meyer M. Goldstein, C. L. U., director of 
the Pension Planning Co. of New York, 
in an article in The Eastern Under- 
writer. 
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Fixed Income Trusts 


In 1940, the number of annuity or 
minimum income trusts set up at the Se- 
curity-First National Bank of Los An- 
geles was double that in 1939, and they 
continued to increase in 1941, according 
to an article by L. H. Roseberry, vice 
president and manager of the trust de- 
partment, in the December issue of The 
Burroughs Clearing House. 


First noting possible variations from 
ordinary trusts, such as charging all 
costs to principal and periodic invasion 
in some fixed amount, the author cites 
the “Percentage of Principal Plan,” un- 
der which some income may be added to 
principal in good times or taken from 
principal in depression years. It fixes 
the distributable income at some named 
or variable percentage of the annual 
valuation. 

The “Minimum Income Plan,” permit- 
ting the trustee to draw from principal 
to make up the allowance, safeguards 
against untoward events, and is applic- 
able to every size of account. 

The “Annuity Plan” (fixed or variable 
amount) involves marketable assets, and 
is comparable to the life insurance an- 
nuity. The income generally consumes 
principal over the life of the trust but, 
the article points out, may be readily 
adapted to needs of a beneficiary living 
beyond the age of expectancy. 

From operating and salability tests, 
Senator Roseberry concludes that the 
Minimum Income and Annuity Plans 
yield most satisfactory results. This is 
illustrated by a case history. 


a, 


Normally greatly increased production 
and new income and savings records spell 
prosperity. In time of war, however, they 
contain elements of economic danger 
against which all citizens must fight as 
valiantly on the home front as our armed 
forces fight the ruthless enemy. 

Every thoughtful citizen will recognize 
the need for effective price and other con- 
trols to prevent runaway markets, and pos- 
sible inflation with its threat to all values 
and to the entire economic structure of the 
nation. 


JESSE JONES, Secretary of Commerce. 





NEW BUSINESS 


CENTRAL HANOVER BANK AND TRUST COMPANY 


NEW YORK 


Statement of Condition at Close of Business 
December 31, 1942 


ASSETS 

Cash and Due from Banks . . . . . . $410,810,119.52 
U. S. Government Securities . . . . « « 918,773,005.50 
State and Municipal Securities . . . . . 30,488,528.95 
eee eee ee 18,079,594-79 
Stock in Federal Reserve Bank . . . . . 2,430,000.00 
Loans and Bills Purchased . . . «© «© « 239,704,031.47 
Real Estate Mortgages. . . . «. «© « 5,586, 385.29 
eee ee ee ee ee ee 14, 300,010.00 
og a ee ee ee ee ee ee 715,357-07 
ee we 1,7975143.94 
Customers’ Liability Account of Acceptances . 1,170,743.04 

Total $1,643,854,920.17 


LIABILITIES 
Capital . . . .« «. « $21,000,000.00 
ee 4 se «© Pi 60,000,000.00 
Undivided Profits . . . 19,661,924.33 $100,661,924.33 


Reserve for Taxes, 
Ineneet Aceveed, @ie. 2 sw tl lt 3,290,069.20 


Dividend Payable 
January 2, 1943 ee See @ 1,050,000.00 


pT ee ee ee ee ee ee ee ee ee 1,360,546.17 


eee ee ee ee ee UCC 
Total $1,643,854,920.17 


There are pledged to secure public monies and to qualify for fiduciary powers 


U. S. Government Securities . . . . « « « $313,208,742.45 


Member Federal Deposit Insurance Corporation 
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QUESTIONNAIRE ON PENSION TRUSTS 
(Please fill in and mail to TRUSTS & ESTATES, 50 East 42nd St., N. Y. C.) 


Do you handle pension trusts (or stock bonus or profit-sharing trusts) of the 
trustee-managed type? _.._...... Pension trusts of the insurance company con- 
tract type? - _..... Which type predominates? - 

Which have you found relatively most profitable? 

Which the generally most satisfactory? === 


COMMENT: 


What schedule of charges have you adopted for trustee-managed trusts? (Please 
distinguish—if practicable—between purely management charges and charges for 
clerical services, such as issuing pension checks in cases where this service is 
included.) 


What schedule of charges have you adopted for insurance company contract 
trusts? 


Has your local fiduciary association recommended a schedule of fees for pension 
trusts ?_ (May we have a copy of the schedule?) 


Have you published a specimen form of pension trust agreement? 
(May we have a copy?) 


Do you actively solicit pension trust business and may we have copies of any 
literature you have published on the subject? 


Any other COMMENT—and may we quote you? 


ewe + — -- ern nnn eee 


(Name of bank or city in which located) 
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TRUST NEW BUSINESS COLUMN 


A TONIC FOR JADED TRUST BUSI- 
NESS 


E have often wondered what be- 

came of buggy whip manufactur- 
ers. The Capital Management Section is 
unable to tell us. Presumably they found 
gainful occupation for we have never 
read of a mass migration of whippists 
to the poorhouse. 


This is no veiled prophecy that trust 
service will shortly—or ever—be as use- 
less as the vestigial whipsocket that 
adorned early, imitative models of auto- 
mobiles. But the warning is implicit 
that marginal trust departments—those 
with a thin fringe of net earnings—may 
soon find the fringe stripped from them 
if they do not sooner develop new 
sources of profitable trust business. 

Laurence G. Hanmer’s article* on 
pension trusts has fired the editorial 
imagination. It is not merely in- 


formative but candid. Squeezed through 
a wringer, it would yield not a drop 


of hokum. Read this article; if you 
have merely glanced through it, read it 
again. 

To their credit, trust officers through- 
out the country are manifesting in- 
creased interest in pension trusts. So 
that it may supply the information they 
are asking for, Trusts and Estates (risk- 
ing the displeasure of its constituents to 
whom, in these days of forms-piled-on- 
forms another questionnaire is as a red 
rag to a vexed bull) is soliciting replies 
to a set of questions. They are simple, 
practical questions relating to fees, to 
types of pension trusts handled. 

The questionnaire is printed here- 
with, supplementing the mimeographs 
we are sending to a number of our 
friends whom we know or believe to be 
operating pension trusts. If we have 
chanced to omit you from this mailing, 
and you have pension trust business on 
your books, will you aid us, and trust 
men generally, by giving us the benefit 
of your experience by answering the 
printed questions? 


*Nov. ’42, p. 473. Another scheduled next month. 


Rationalization of charges for pen- 
sion trust service seems to be a first 
need. Later we will ask one of the old 
heads in the business to provide an ar- 
ticle on methods of operation. “Just 
what is our job?” many ask. “How 
should we go about getting the busi- 
ness?” is asked by others. We’ll go into 
that, too. If you will abide with us, 
you will hear plenty about pension 
trusts in 1948. 


* * * 


THE ODYSSEY OF OLD NAMELESS 


N a city infested with trust compa- 

nies, himself a customer of several, a 
business man whose name — well, you 
would know him if we mentioned it — 
who logically should be a target for un- 
relenting and enthusiastic solicitation, 
cruised solitarily in search of a solution 
of his estate problems until finally, like 
any fabulous explorer of old time, he dis- 
covered the Living Trust. 

His odyssey was related casually at a 
small luncheon that took place on the 
eve of going to press. It deserves re- 
telling and will be told in the February 
issue. In the expansion and polishing 
of our notes but one important detail 
will be omitted. Following the example 
of the OWI in reporting the exploits of 
anonymous battleships, whereby the at- 
tributes of personality are retained, we 
shall refer to our luncheon guest affec- 
tionately as Old Nameless. He has his 
living trust now; he found it all by him- 
self; we shall expose him to no belated 
super-salesmanship. 


* * * 


COLOR—LITERALLY AND 
FIGURATIVELY 


HE “DTC Quarterly” of the Detroit 
Trust Company must be the hand- 
somest magazine published by a bank or 
trust company as a new business me- 
dium. This is no boiler-plate stuff; 
every page is honestly home-written. 
The Christmas 1942 issue proudly re- 
ports two honors that have come to the 
publication; selection as one of the Fifty 
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Direct Mail Leaders of 1942 in the Unit- 
ed States and Canada by the Direct Mail 
Advertisers Association and a plaque by 
“Industrial Marketing” as the leading 
example of private magazines in 1942. 


There is color—literally and figura- 
tively—and enthusiasm; and in the ar- 
ticle, “Visitor from China,” a fine use of 
controlled emotion in relating the hand- 
ling of the human assets of a trust ac- 

count. 


Features of the current issue are a 
readable, clear discussion of the new in- 
come tax law and a work-sheet that prac- 
tically writes the average man’s tax re- 
turn for him. We have extracted the 
little wire staples, removed the 4-page 
work sheet and dedicated it to our own 
use. Playing with its ample, typograph- 
ically attractive schedules will be the 
only fun we will have with income taxes 
this year. 


ise planning will give trust 

promotion a major part of 
your bank’s 1943 advertising appro- 
priation, to make the most of an 
unprecedented opportunity to get 
trust business. 


Wise planning — based on many 
years of experience—makes Purse 
advertising unusually effective. 


Write today for full details. 
The PURSE Company 


Chattanooga, Tennessee 
Headquarters for Trust Advertising 
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Open House for Employees 


The Marshall & Ilsley Bank of Milwau- 
kee recently conducted an Open House for 
all the members of its staff, their families 
and friends. The occasion was used to 
present four members of the staff with 
Quarter Century Buttons—a small gold en- 
graving of the bank’s trade mark set with 
a diamond. The larger aspect of this gath- 
ering was an opportunity to acquaint the 
families and friends of the employees with 
their place of work and with the job that 
the employee in whom they are interested 
does and to demonstrate as far as possible 
the various services rendered by the bank. 


In the Trust Department, writes assistant 
cashier Gertrude M. Jacobs, “we endeavor- 
ed specifically to demonstrate the care with 
which the property of others is handled, the 
accuracy of bookkeeping methods that tell 
clearly and understandably the condition 
and content of trusts and estates, and the 
thought, consideration and guidance that 
is combined in caring for the needs and best 
interests of each individual beneficiary or 
trustee. This we did through the operation 
of the various machines in that department 
and through information and demonstration 
of the factors that enter into the makeup 
of trust and investment committees.” 


After the guests visited the various de- 
partments of the bank, they were addressed 
by Chairman Charles F. Ilsley and Presi- 
dent Albert S. Puelicher, on banking’s con- 
tribution to the war effort. 


Challenge to Trust Service 


The unprecedented public need for trust 
service is today’s challenge to trust institu- 
tions, declared Dr. Harold Stonier, execu- 
tive manager American Bankers Associa- 
tion, before the Fiduciaries Section of the 
District of Columbia Bankers Association 
last month. 


“Can our institutions, under existing con- 
ditions, satisfy this need? Can we as citi- 
zens and businessmen alter these conditions 
for the better? Can we provide members 
of the public with the type of service they 
want and need, at a price they can afford 
to pay and which will return a reasonable 
profit to our institutions? These are ques- 
tions which the trust business must answer 
to our own satisfaction and to the satisfac- 
tion of the public,” Dr. Stonier asserted. 








PERFECTING PAYMENT PROCEDURE 


Safeguards Described for Disbursement and Distribution 
to Beneficiaries and Remaindermen 


JAMES J. CURTIN 
Trust Auditor, National Bank of Detroit 


TRUSTEE distributes at his peril. 

If he distributes in the wrong 
amount or to the wrong person, he is 
surcharged with the loss regardless of 
the amount of care or consideration 
given the distribution. 


This blunt statement of trust law gov- 
erns the care with which a writer, at- 
tempting to outline disbursement pro- 
cedure, must approach his_ subject. 
While probably not as difficult or as com- 
plex as some of the multitude of ques- 
tions presented by the trust business, 
the problems involved are loaded with 
potential liability and should be ap- 
proached with methodical care. Safety, 
of course, key-notes any solution offered, 
speed and simplicity of operation re- 
ceiving secondary, though important, 
consideration. 

It is not possible to lay down a stan- 
dard procedure which would be accept- 
able to all trust departments. The state 
laws under which the various institutions 
operate and their size and divisional 
makeup must, to a large extent, govern 
the details of procedure. For that rea- 
son, while a good portion of this article 
is given over to a description of our 
operating procedure, it is with no idea 
of establishing a criterion. It is, rather, 
a “thought provoker” as to methods of 


covering those safety principles which 
must be embodied in every system. 


Determination of Duties 


UR approach to the problem is 
through the controlling instrument. 
Before we can establish our disburse- 
ment procedure we must ascertain what 
are our disbursement duties. It is nec- 
essary, therefore, to analyze and inter- 
pret the indenture or will, to pluck from 
it all pertinent clauses governing dis- 
bursements and to arrange this informa- 
tion in an orderly fashion in a write-up 
or summary sheet. In our institution 
this duty is performed by the adminis- 
trative man to whom the account has 
been assigned. We believe the advan- 
tages of this procedure are twofold: 
first, our administrative people are men 
of considerable experience in trust work 
and in the interpretation of trust instru- 
ments, and, secondly, it insures a close 
and thorough study of each detail of the 
instrument by the person to be charged 
with the primary responsibility for hand- 
ling the account. The following list in- 
dicates the questions to be determined 
and clarified by this analysis. 
1. Who are the beneficiaries? The 
beneficiaries—present, future and con- 
tingent—must be determined and iden- 
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tified with absolute certainty. This often 
entails an investigation into facts not 
fully disclosed by the instrument. If 
the age of any beneficiary is a factor 
in making disbursements, such age 
should be established now, preferably 
from public birth records, and evidence 
of the same obtained for our files. The 
correct address of each present benefic- 
iary should also be obtained. 

2. In what amount do the beneficiaries 
Some trust instruments direct 
the disbursement of net income or a per- 
centage of same, others a fixed amount or 
amounts that increase or decrease with 
the passage of time, while some call for 
the exercise of discretion on the part of 
the trustee or some third person in de- 
termining the amount of the disburse- 
ment. 

38. What are the dates and mode of 
payment? Regularly recurring disburse- 
ments may usually be made at dates con- 
venient to the trustee, but in any event 
a fixed date should be established and 
all subsequent disbursements governed 
thereby. Payments, while usually made 
by check direct to the beneficiary, must 
sometimes be remitted through his bank 
account or applied to his maintenance, 
support or education. Payments to a 
minor must, as a rule, be made to the 
guardian of such minor and a copy of 
the appointment of the guardian and a 
birth certificate for the minor obtained. 

4. What constitutes income for dis- 
bursement purposes? This covers any 
special handling of income items, amor- 
tizations, stock dividends, etc., where the 
indenture directs that these receipts be 
handled in other than the usual way. A 


To Attorneys, both within and 
without our State, we offer full 
cooperation in all matters pertain- 
ing to fiduciary business. Special 
appointments for men _ entering 
active Service. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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long term leasehold is an example of the 
type problem which should be solved at 
this time and incorporated in the write- 
up. 

5. Are there emergency clauses? These 
clauses usually broaden the disbursement 
powers of the trustee to permit the ex- 
ercise of his discretion during an emerg- 
ency and are typified by spendthrift 
clauses and clauses permitting encroach- 
ment on principal in times of stress. 

6. Does the trustee need further au- 
thorization for disbursements? Many 
instruments require the trustee to seek 
the consent or approval of a third per- 
son or a co-trustee, for all or for par- 
ticular types of disbursement. 

7. When does the trust terminate? 
The trust may terminate at different 
times as to different beneficiaries or the 
status of or amount payable to a bene- 
ficiary may change on a particular date. 
These dates must be determined. 

After the above summary has been 
completed, its accuracy of interpretation 
is checked by the officer in charge of the 
personal trust division. If it is accurate 
and clear, copies are prepared for in- 
sertion in deskbooks which may then be 
used as guides by the operating staff. 


Insuring Performance 


E are now reasonably certain that 
our duties regarding disbursements 
have been recognized and defined. The 
best means of calling these duties to the 
attention of the proper person at the 
proper time is the use of an efficient 
tickler system. Our experience with an 
addressograph tickler system, controlled 
by an alphabetical tickler file, has been 
good. Briefly it works as follows: 
Using the summary sheet as a guide, 
tickler notices are prepared. The court 
and tax divisions then inspect the tickler 
setup and the summary sheet for ap- 
proval or insertion of additional tax or 
accounting dates. The completed tickler 
schedule is then reviewed and finally ap- 
proved by the administrative man and 
the “make plate orders,” initialed by him, 
are forwarded to the addressograph de- 
partment. On the first of each month, 
the addressograph department furnishes 
the tickler clerk with a list of all ticklers 
of record for the period from the 16th 
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through the end of the month and on the 
15th of the month with a list of ticklers 
from the list through the 15th of the 
succeeding month. These lists, classified 
as to type of account are in chronological 
order. The tickler clerk goes through 
the tickler card file pulling all cards tab- 
bed for attention during the affected pe- 
riod and sorts and classifies them into 
list order. The cards are then checked 
to the lists, to make certain none has 
been overlooked and are placed in the 
current file under the day preceding the 
effective date. The notice cards are then 
pulled for each day as it occurs, dis- 
tributed to the person charged with the 
execution of the duty and the initials of 
that person inserted on the addresso- 
graph list. Upon receipt of the tickler 
notice, the disbursement procedure is put 
in motion. When the disbursement has 
been completed, the tickler notice is 
dated, initialed and returned to the tick- 
ler clerk. As the cards are returned, 
the tickler clerk inspects them for ini- 
tials of the person performing the duty, 
the date of performance and then strikes 
the initials of that person from the ad- 
dressograph list. A follow-up of per- 
formance is made easy by a daily inspec- 
tion of the list for outstanding initials. 


The original setup for probate ac- 
counts is handled in much the same way. 
If there is a will, a synopsis is prepared 
and the pertinent clauses set out for tick- 
ler notation; other dates may be fore- 
cast through the use of work and pro- 
gress sheets or are gleaned from the 
court orders as they issue. The actual 
“make plate orders” issue from the ad- 
ministrative man or the court and tax 
division. In each case the one checks 
and verifies the other. The progress of 
each account is also followed by the offi- 
cer in charge of the personal trust divi- 
sion by means of a calendar maintained 
for him by the court division. This 
division also maintains a more detailed 
calendar which sets forth the court 
orders almost in their entirety and is 
kept up to date by periodic checks of 
the records of the probate court. 


Disbursement Procedure 


S voluntary accounts lend themselves 
more easily to a standard and order- 
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ly procedure, we will first consider ac- 
counts of that type. 

Disbursement transactions originate 
either from a tickler notice, a memo from 
the administrative man or a statement 
from a creditor of the trust. If the lat- 
ter, it must bear the initials of the ad- 
ministrative man indicating his approv- 
al. A general clerk, upon receipt of one 
of the above, (1) prepares and initials 
a credit to income or principal cash; (2) 
prepares a voucher, if a court account, 
a remittance notice, or a notice of pay- 
ment; (3) marks the statement, memo 
or notice paid, dates and initials the 
same; (4) has the credit ticket checked 
and initialed by a representative of the 
accounting division. Incidentally, the 
person asked to initial the credit is a 
person familiar with the terms and the 
operation of the account and if the dis- 
bursement is an unusual one, evidence of 
its propriety must accompany the ticket. 
Our bookkeepers are instructed not to 
post credits which do not bear these ini- 
tials nor will a check be issued based 
thereon. 


When the above has been accomplished, 
the credit ticket is submitted to the trust 
teller’s typist who must check for avail- 
able funds, giving consideration to items 
in transit, fee, tax or other reserves and 
pending transactions. If cash is suffic- 
ient, the typist issues the check, has it 
signed by the administrative man who 
also inspects and initials the credit. The 
check and credit are then returned to 
the general clerk who, after inspecting 
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the check, mails it out together with the 
voucher or remittance notice. Window 
envelopes are used whenever possible. 

All trust checks are in numerical ser- 
ies, are drawn on the Trust Deposit ac- 
count on the general books of the bank 
and are paid through that department. 
This account is periodically audited and 
reconciled by the auditing department 
and the numerical series of paid items 
verified. The trust teller’s typist is in 
_ possession of all trust checks and is 
charged with the responsibility of main- 
taining the numerical control. 

With the above system we have ac- 
complished the following: (1) disburse- 
ments originate only from an authorized 
source; (2) they are examined by a per- 
son who would recognize an improper 
disbursement; (3) the availability of 
funds has been established; (4) checks 
are numerically controlled and issued 
from a central source. In addition to 
the above, duplicate ledger statements 
are periodically sent to the persons in- 
terested in the account which in itself 
is one of the most effective of safety 
measures. 

The procedure regarding the disburse- 
ment of funds from probate accounts 
can follow the above outline with the 
court calendar as a guide. 

Actual cash overdrafts are not permit- 
ted. Care must also be taken in allow- 
ing income overdrafts. A temptation to 
permit them sometimes exists in cases 
where income beneficiaries are permitted 
to encroach on principal in times of need, 
or even to utilize principal at will. In 
the case of an encroachment, it should 
be actual and evidence of the existence 
and determination of the need obtained. 
It is also wise to insist that a benefic- 
iary, so empowered, actually convert 
principal to his or her own use and that 
the books of the trustee clearly show 
the encroachment or conversion as such. 
It is conceivable that an overdraft for a 
life tenant might be considered an un- 
secured advance unless the authority of 
the tenant to encroach or convert has 
been actually exercised. 


Continued Life of Beneficiary 


T is also important that the trustee 
establish a procedure that will bring 
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the death of an income beneficiary to 
his attention at the earliest possible 
time. Loss resulting from disburse- 
ments made on behalf of a deceased life 
tenant are charged to the trustee. Or- 
dinarily, sufficient protection is given 
by a systematic search of all available 
local death records together with an 
examination of the endorsements ap- 
pearing on disbursement checks. The 
big majority of these checks are nego- 
tiated through other banks and, of 
course, bear the usual guarantee as to 
prior endorsements. Checks drawn pay- 
able to an income beneficiary and en- 
dorsed by a representative of that per- 
son’s estate should be referred at once 
to the administrative man so that im- 
mediate steps may be taken to recover 
any sums erroneously disbursed. 


The most dangerous phase of the 
problem is presented by an arrangement 
that requires the trustee to deposit 
funds to the credit of a beneficiary. 
Checks representing these disburse- 
ments will bear a stamped endorsement 
“Deposited to the Credit of the Within 
Named Payee.” Heretofore arrange- 
ments of this type have been relatively 
infrequent and it was considered that 
personal contacts and a reasonably fre- 
quent exchange of letters furnished the 
necessary protection. The call of men 
to the service of our country is now 
increasing the need for this arrange- 
ment and the delay with which news 
from the fronts reaches the home coun- 
try multiply the risks involved. No per- 
fect mechanical solution has come to 
the attention of the writer which will 
both serve the need of the beneficiary 
and fully protect the trustee. However, 
if the existence of the danger is recog- 
nized, the risk taken and the amount of 
liability involved considered, in making 
such a disbursement, the exercise of 
good judgment on the part of a trustee 
should reduce the chance for loss to a 
minimum. 


_ Distributing the Assets 


N Michigan the petition requesting 
distribution and assignment is cus- 
tomarily presented along with the final 
account in order to obtain the protection 
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afforded a court order. The order de- 
termines the heirs, the proportion each 
takes and that all debts and obligations 
of the deceased have been paid or satis- 
fied. It is advisable, however, to wait 
the expiration of the appeal period be- 
fore carrying out the terms of the order. 


As a practical matter, the various 
heirs and legatees usually get together 
among themselves, agree upon a plan of 
distribution, receipt to the executor or 
administrator for their full share and 
instruct him as to the manner of assign- 
ment. Great care must be taken in deal- 
ing with minors and other persons under 
legal disability and, when so distributing, 
the will or statute should be followed 
strictly. Any trading or dickering 
among the heirs can be accomplished 
after distribution has been made and 
the shares receipted for. Following the 
same vein of thought, property capable 
of division should be physically divided, 
in strict accordance with the proportions 
shown in the order rather than on a dol- 
lar valuation. 


If the property to be distributed is not 
capable of equitable division and the 
heirs are unable to reach an agreement 
among themselves, it may be distributed 
in common or undivided interest and the 
court petitioned for a hearing in parti- 
tion. 

Partial distribution may be permitted 
when the estate is clearly solvent and 
all necessary reserves have been provided 
for. If doubt exists as to the propriety 
of such distribution, a court order should 
be obtained and bond required condi- 
tioned on the executor’s or administra- 
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tor’s possible need for recalling the prop- 
erty to pay debts or expenses. 


Distribution under a trust is usually 
an easier undertaking. The property to 
be distributed is, as a rule, capable of 
division and the distribution clause clear 
as to persons and proportion. The gen- 
eral safety rules outlined above are ap- 
plicable. If doubt exists as to whether 
all proper parties are known and have 
been considered, the court is petitioned 
for a decree of distribution. 


Closing the Account 


UR closing and distribution proce- 
dure, for both voluntary and probate 
accounts, runs as follows: 


When the account is ready for closing, 
the administrative man notifies the tick- 
ler record clerk to prepare and deliver 
to him the closing sheet for the account. 
This sheet contains a list of usual duties 
to be performed in closing. He then (1) 
inserts the reason for closing on the 
sheet, initials same and has it approved 
by the officer in charge of personal 
trusts; (2) directs a memo to the real 
estate division, the trust teller and the 
tax and court division, disclosing the 
closing date and asking that they advise 
him of all bills payable, administrative 
and other expenses, taxes, etc. A search 
is then made of the records of those de- 
partments in a manner which will be 
certain to bring to light all such items, 
including fees and the expenses involved 
in making the transfers necessary for 
distribution; (3) upon receipt of the 
above, together with an estimate of the 
reserve necessary to liquidate those items 
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which cannot be determined with cer- 
tainty, the administrative man directs 
the payment of the items that may be 
disposed of. He then sends a memo to 
the accounting division instructing the 
amounts to be reserved on the foregoing 
as well as unpaid or contingent fees for 
the bank or for legal counsel. These re- 
serves may then be transferred to the 
miscellaneous reserve account, except 
that in probate accounts, unless specific 
authority has been granted by the court, 
the closing proceedings must be suspend- 
ed until all proper charges and expenses 
against the account have been determined 
and paid; (4) the attorney representing 
the estate is now requested to prepare the 
necessary deeds and assignments and a 
memo is sent to the trust teller setting 
forth the names and addresses of the 
distributees and the particular assets 
each is to receive. 

The teller must obtain all necessary 
assignments to transfer the securities 
into deliverable form and prepare de- 
tailed receipts for all the assets and their 
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supporting documents. The distributees 
are notified that the assets are ready for 
delivery and a definite date for delivery 
is arranged or, in the case of out-of-town 
distributees, the necessary receipts are 
forwarded for execution. After prop- 
erly executed receipts have been received, 
the assets and documents are forwarded 
by registered mail. Assets distributed 
to in-town distributees may be delivered 
over the counter against receipt. 


In probate accounts the court receipts 
should be filed: with the court as soon as 
possible and a certificate of discharge 
obtained. A copy of this certificate is 
forwarded to the surety to permit can- 
cellation of the bond and to obtain any 
possible refund. Upon advice of tax 
counsel, however, administration is kept 
open for the prosecution of appeals or 
claims for refund on income or estate 
taxes. 

Some question has arisen regarding 
the distribution of assets which have 
been charged off as worthless and which 
are incapable of division. We have 
solved this problem by distributing such 
an asset to one of the principal heirs, 
with the consent of the remaining heirs, 
and having the recipient execute a dec- 
laration of trust in favor of his fellow 
heirs. A copy of this declaration can 
then be enclosed with the distributed 
share of each heir. 


Can You Establish Good Faith? 


T goes without saying that in all deal- 

ings with a beneficiary, the fiduciary 
must act with the highest degree of good 
faith. It is equally important, from a 
safety standpoint, that good faith be 
made evident and easy of proof. When 
the opportunity presents itself and when 
the rules of probate permit, the perform- 
ance of the duties of disbursement and 
distribution by the fiduciary should be 
made a matter of public record. 

In this regard it should be noted that 
most states will not permit collateral 
attack of matters contained in proceed- 
ings, providing proper notice is given 
and the facts contested were made evi- 
dent in the pleadings, accountings and 
inventories. For this reason acts around 
which a controversy could develop should 
be specifically set out and the facts and 
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circumstances surrounding them dis- 
closed. If the problem is such as will 
not permit incorporation in the probate 
record, it becomes increasingly impor- 
tant that the files of the fiduciary reveal 
all the factors involved and the considera- 
tion given problems of disbursement and 
distribution. In general, it should be 
kept in mind that the cardinal principal 
in maintaining a trust file is to enable 
the fiduciary to explain and substantiate 
his decisions in event question is raised. 


Division of Duties Important 


T should be noted that, as an internal 

safety feature, our system divides the 
procedural steps of disbursement, where 
possible, between several different per- 
sons. In addition, an attempt is made 
to have each account audited in detail 
within a reasoonable time after it is 
opened and periodically thereafter. All 
closed accounts are also inspected by the 
auditors for proper release, receipt and 
discharge. 


Trust procedure in general is still in 
the evolutionary stage. One of the most 
interesting recent developments was the 
consolidation, by a large midwestern 
trust company, of all periodic disburse- 
ment dates to one day of the month, the 
theory being that most of the senior staff 
could be mustered to “lick” the disburse- 
ment problem in one day. Reports on 
results have been good. Many other in- 
novations have been advanced and more 
will be presented in the future. Some 
are attractive, all are interesting, but let 
safety be your guide. Remember, the 
trustee distributes at his peril. 


To Reconsider Trust Fees 


His department’s recently completed 
two-year study of the profitability of 
trust departments indicates the desir- 
ability of reconsidering statutory com- 
missions in the interest of permitting 
the conduct of all fiduciary activities on 
a reasonably profitable basis, stated Jack- 
son S. Hutto, retiring New York Super- 
intendent of Banks, in his annual report. 
A special report of the findings of the 
study is now in preparation. 
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“Where corporate trust business is 
substantial,” Mr. Hutto said, “the oper- 
ation of the trust department as a whole 
has generally reflected a moderate per- 
centage of profit; otherwise trust depart- 
ments as a whole are indicated to have 
operated at a loss. Personal trust busi- 
ness, covering estates, trusts and agen- 
cy accounts, is generally reflected as un- 
profitable. 


“In the personal trust group, the most 
favorable operating result is shown in 
the administration of estates. The in- 
come from estates, however, shows wide 
variations and in approximately half of 
the reporting institutions a net loss was 
shown in 1941. The operation of trusts, 
guardianships and committeeships, is 
least favorably reported. While a few 
institutions reported the income derived 
from such accounts as exceeding operat- 
ing costs, in many cases a substantial 
loss was shown, and in the aggregate the 
fees collected in 1941 failed to cover ex- 
penses by a considerable margin.” 


VICTORY 
“TAXAID" 


AVOID MISUNDERSTANDINGS with em- 
ployees. Have your payroll and personnel de- 
partments handle many inquiries about VIC- 
TORY TAX, and variances from exact 5% 
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advertising piece for mail or over-the-counter 
distribution. Its low cost (in quantity as little 
as one cent each) permits economical advertis- 
ing through distribution with end-of-the-month 
statements, 


Write for sample and prices. Our other well- 
known 10 and 12 page INCOME TAX DIGESTS 
also available. 


TAX PUBLICATIONS COMPANY 
53 State Street Boston, Mass. 
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THE 


NEw YORK [TRUST 
COMPANY 


IOO BROADWAY 


MADISON AVENUE AND 40THST. TEN ROCKEFELLER PLAZA 


CONDENSED STATEMENT OF CONDITION 
At the close of business, December 31, 1942 
ASSETS 

Cash on Hand and in Federal Reserve Bank . . $134,838,208.39 
Exchanges, Collections and Other Cash Items . . 37,309,868.51 

United States Government Obligations — Direct 
and Guaranteed . . 1. 6 1 tw tt te ct « «6326,995,936.70 
Other Bonds and Securities. . . . . . . . « «© 25,117,731.19 
Loans and Discounts . ....... . . «+ 140,601,228.92 

Interest Receivable, Accounts Receivable and 
Other Assets. . = ‘ 1,699,583.21 
Customers’ Liability for Acceptances <i ‘ Fy 10.06 
Real Estate Bonds and Mortgages. . 3,431,213.93 
Equitiesin RealEstate. . .... ey ae er 1,¢ 05 9,005.32 
Banking Premises—Equity. . . ‘ x « 2,024,598.09 
"$673, 169,484.32 








LIABILITIES 


Deposits. . . - »« $614,499,284.81 
Outstanding and Certified Checks 14,278,016.16 $628,777,300.97 


Dividend Payable January 2, 1943 . . . ‘ 437,500.00 
Accounts Payable, Reserve for Taxes and Other 

eas a ee ae me a ee ume 1,804,420.50 
EOS ce 6k 6S eS Oe CR ee ee 117,828.91 
i nil ik Sak ai 12,500,000.00 
Surplus .. os & «@ 25,000,000.00 
Undivided Profits ‘ ‘ 4,532,433.94  42,032,433.94 


$67 3,169,484.32 


United States Government obligations and other securities carried 
at $108,018,866.82 in the above statement are pledged to secure 
United States Government deposits of $99,619,588.43 and other 
public and trust deposits and for other purposes required by law. 


Malcolm P. Aldrich TRUSTEES Howard W. Maxwell 
New York New York 


Arthur A. Ballantine Francis B. Davis, Jr. Harry T. Peters 


Root, Clark, Buckner Chairman of the Board Mews Week 
& Ballantine United States Rubber Company nei, Maia 


John E. Bierwirth a y ae nol President, National Distillers 
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Russell H. Dunham Dean Sage . 
a, Chairman of the Board Sage, Gray, Todd & Sims 
% Hercules Powder Company Morris Sayre | 
Alfred A. Cook Samuel H. Fisher Executive Vice-President 
Cook, Nathan, Lehman Litchfield, Conn. Corn Products Refining Co. 
& Greenman William Hale Harkness Vanderbilt Webb 
William F. Cutler New York New York 
Vice-President B. Brewster Jennings Medley G. B. Whelpley 
American Brake Shoe & Fdy. Co. Socony-Vacuum Oil Co., Inc. Guggenheim Bros. 
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WAGE AND SALARY STABILIZATION 


A Quiz on Major Points Involved 


Q. What are the effective dates gov- 
erning stabilization of wages and sal- 
aries? 

A. Oct. 3, 1942, for all wages and for 
salaries of more than $5,000; Oct. 27, 
1942, for salaries of $5,000 and under. 


Q. What employers are exempt from 
the necessity of securing approval for 
increases or decreases? 

A. Those employing eight or less per- 
sons. 

Q. What authority has jurisdiction 
over enforcement? 

A. The War Labor Board for all wages 
of any amount and for salaries of $5,000 
or less, except salaries of executive, ad- 
ministrative or professional employees 
unless represented by labor unions; the 
Commissioner of Internal Revenue for 
salaries over $5,000 and salaries under 
that amount paid to executive, admini- 
strative or professional employees not 
represented by a labor union. 


Q. What are the definitions of execu- 
tive, administrative or professional em- 
ployees? 

A. Those set forth in the regulations 
of the Wage and Hour Administrator. 
Officers of a corporation are employees 
but directors are not unless they perform 
services for it other than participation 
in board meetings, possibly, for exam- 
ple, service on investment committees 
and the like. 


Q. What is the difference between sal- 
ary and wages? 

A. The former represents compensa- 
tion computed on a weekly, monthly or 
similar basis; the latter means compen- 
sation calculated on an hourly, daily, 
piece-work or similar basis. Both types 
of payment include bonuses, commis- 
sions, gifts, loans and fees. 


Q. What salary increases are permis- 
sible without prior approval? 

A. Those made in accordance with the 
terms of a salary agreement or rate 
schedule and resulting from: 


. Individual promotions or reclassifi- 
cations 

. Individual merit increases within 
established ranges 

3. An established system of increases 
based on length of service. 


. Greater production under incentive 
plans 


5. Operation of a trainee plan 


Q. Is it necessary for such an agree- 
ment or rate schedule to be in writing? 

A. No, but the burden of proving its 
existence as of the respective effective 
dates is on the employer. Where a non- 
written agreement or schedule exists, the 
employer may reduce it to writing and . 
secure its approval by the Commissioner 
before granting increases. 


Q. What salaries can be decreased 
without approval? 

A. Those over $5,000 unless the new 
figure is less than that amount, in which 
case it is necessary to show that the 
purpose of the decrease below $5,000 is 
the correction of gross inequality or the 
effective prosecution of the war. If the 
salary is under $5,000, a decrease is per- 
missible provided it does not go below 
the highest salary paid between Jan. 1 
and Sept. 15, 1942. 


Q. What types of payments are per- 
missible without approval? 


A. 1. Bonuses, provided: 


a. if of a fixed amount, the total paid 
in a current year must not exceed 
the total paid in the preceding year, 
or 


. if computed on a percentage basis, 
the rate and method of computation 
may not be altered so that a greater 
amount is payable than in the pre- 
ceding year. 


2. Contributions by an employer to an 
employees’ trust or under an annuity 
plan which meets the requirements of 
Section 165(a) of the Internal Revenue 
Code. 
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8. Amounts paid by an employer for 
insurance premiums on the employee’s 
life, which amounts are deductible by the 
employer under Section 23(a) of the I. 
R. C., with the exception that if such 
amounts are includible in the employee’s 
gross income, the amount in respect of 
each employee may not exceed 5% of his 
annual salary. 

Q. What steps must be taken to in- 
crease wages and salaries? 

A. Application must be made to the 
nearest field office of the Wage and Hour 
Division (for cases under War Labor 
Board jurisdiction) or the regional of- 
fice of the Salary Stabilization Unit (for 
cases under the jurisdiction of the Com- 
missioner of Internal Revenue). These 
offices will assist in the preparation of 
such applications and confer with em- 
ployers on proposed increases. Approval 
is likely to be granted only to correct in- 
equalities or to eliminate sub-standards 
of living or to aid in the effective prose- 
cution of the war. 

Q. What are the penalties for viola- 
tion? : 

A. The entire amount of any payment 
contravening the law or regulations— 
not merely the improper increase or de- 
crease—will be disregarded by all gov- 
ernment agencies in determining costs 
and expenses of an employer for the pur- 
pose of any law or regulation (includ- 
ing the Emergency Price Control Act or 
maximum price regulations thereunder), 
or for the purpose of calculating deduc- 
tions under the revenue laws, or to de- 
termine costs or expenses of contracts 
made by or on behalf of the United 
States. Payments made or received in 
wilful violation of the law or regulations 
are subject to the penal provisions of 
the Emergency Price Control Act. 

(For discussion of the $25,000 limita- 
tion, see Henry Koster’s columns in the 
October and November issues. ) 
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St. Louis Union Has Two 
Common Trust Funds— 
Reports on First 


Convinced of the value of a common trust 
fund, the St. Louis Union Trust Company 
has two funds now in operation, the sec- 
ond of which, established on Sept. 28, 1942, 
is invested wholly in common stocks. This 
B fund is used for the investment of such 
portions of individual trust funds as may 
be invested in common stocks. 

The report of the operations of Common 
Trust Fund A, recently issued, shows that 
on Oct. 26, 1942—-the latest valuation date 
—the fund was diversified as follows: gov- 
ernment bonds, 67.10%; preferred stocks, 
6.75%; common stocks 26.15%. During 
the year ended Sept. 12, 1942, the fund in- 
crease in market value, compared with cost, 
with a further increase to $3,152,564.73 on 
Oct. 26, 1942. 

At the beginning of the year covered by 
the audit, 108 trusts had purchased 60,130 
units; on the October valuation date, 413 
trusts held 332,364 units. The original 
unit value at the time the fund was estab- 
lished July 30, 1941, was $10. At the 
October date, the market value was $9.4853. 
A table in the report reveals that all units 
issued after Dec. 31, 1941, showed an in- 
crease in market value compared with cost 
of slightly less than 1%. 

Net earnings of the fund for the year 
ended Sept. 12, 1942, were $60,666.49, re- 
presenting 3.15% on the average cost price 
per unit. 


0. 


Appropriations in 1942 by the New York 
Community Trust rose to $547,261, exceed- 
ing by 37% the 1941 total of $398,504, the 
largest volume of out-payments made in 
the nineteen years since the Trust’s incep- 
tion. Grants from 40 separate funds went 
to 150 organizations in 19 states. The larg- 
est of the year’s allocations went to the 
Salvation Army which received $69,994. 


COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 
THE CITIZENS & SOUTHERN NATIONAL BANK 
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FEES FOR SMALLER TRUSTS 


LS pene the statutes prescribe in- 
adequate fees for trusts, the trus- 
tee has an opportunity, especially under 
the war-popular living trusts, to assure 
a “living wage” by contract, for the 
smaller funds that are now his lot in in- 
creasing measure. Exemplary of what 
can be done not only to make such ac- 
counts pay, but to make it attractive to 
solicit this business, is the test recently 
made by a progressive trust company in 
New York. Since the state law allows 
an annual fee only on income, and since 
raising of that rate would make the cost 
prohibitive to the prospector trustor, this 
company has developed—and sold—pro- 
fitable small trusts on the basis of an 
annual charge of % of 1% on the first 
$100,000 of principal and invested in- 
come balanced, valued at the beginning 
of the fiscal year, and of any property 
added during the year; the same rate is 
applied to unpaid principal amounts of 
mortgages or interest therein. Over 
$100,000 the rate drops to 1/5 of 1%, but 
for real estate an additional charge of 
5% of gross rents is made (cut in half 


It's Sergeant Hakim Now 


George Hakim, associate editor of Trusts 
and Estates on leave in the United States 
Army, was re- 
cently promot- 
ed to the rank 
of Sergeant. 
George, who 
joined the 
Army last 
May, partici- 
pated in the 
African in- 
vasion as mem- 
ber of a bom- 
bardment 
wing and 
writes that he 
has many in- 
teresting stor- 
ies to tell. We 
hope that he 
will be back with us for the next Mid-winter 
Trust Conference so that his friends in the 
trust fraternity may too hear his exper- 
iences. 


SGT. GEORGE M. HAKIM 
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during any period that a management 
agent is employed). 

A minimum annual fee of $100 is fixed, 
with provision for compensation for ex- 
traordinary services as approved by the 
grantor, or surviving income beneficia- 
ries and any one of the remaindermen, 
or by the court. The trust instrument 
contains the right of the trustee to 
charge the fees to principal in whole or 
in, but with limitation of the amount or 
percentage charged to income, as the 
grantor designates. Further provision is 
made for adjustment of compensation to 
a “reasonable” basis with consent of the 
parties as above noted. A special reduc- 
tion to 2/5 of 1% on the first $100,000 of 
principal is made for any part of funds 
invested in the composite fund operated 
by the trust company, which would indi- 
cate that the common trust fund set-up is 
capable of economies in trust operation. 

The trust companies of Philadelphia 
have also put themselves in a position to 
handle smaller accounts profitably by es- 
tablishing minimum fees based on annual 
charges on principal valuation. Schedules 
will be published shortly, it being re- 
marked, however, that as in other cases 
where the major annual charge is on in- 
come, the costs are higher for trusts of 
short duration, while the long trusts have 
not heretofore borne their just share of 
expense. 


Training Employees as Job 
Instructors 


To provide executives with a guide for 
outlining a specific plan and program for 
training job instructors in his own com- 
pany, the Metropolitan Life Insurance Com- 
pany has issued a report on “Training Em- 
ployees as Job Instructors.” This handbook 
of training principles and practices, based 
on a survey conducted by the Metropolitan’s 
Policyholders Service Bureau, discusses 
such important questions as the selection 
of job instructors, the time and place for 
their training, the cost of training and many 
others that concern executives. Included in 
the report are samples of training pro- 
grams now in operation in war production 
industries and many exhibits illustrating 
the material used in such programs. 
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Points to Romembor about 
FEDERAL SAVINGS and LOAN SHARES 


Recognized Investment 


Over 2 billion dollars of private funds are holding this investment. It is 
expressly authorized for investment of trust funds by the statutes of 3 out of 
4 states. Trustees, Insurance Companies, Foundations, etc. hold the Share 


in excess of $100,000,000.00. 


Non-Fluctuating Principal 


The Share is insured up to $5,000 by a United States instrumentality in the 
name of each holder in each Federal Savings and Loan Association. No investor 
has ever lost any part of his insured investment in the Share. It is always 
worth 100 cents on the dollar. 


Consistent Return 


\ 


Dividends on the Share average 3% per annum at this time. Return has 
gradually declined with other rates, but remains remarkably high in relation 
to the security of principal. Dividends accrue immediately after investment; 
changes are infrequent and are preceded customarily by ample notice. 


Convenience 


One can invest from $100 to $7,000,000 in the Share with full insurance 
protection. Similarly, one can invest up to $500,000 with our pre-selected 
associations. No investor need pay any fee at any time in connection with his 
investment. 


Authoritative Information 


The ‘‘first convenient, complete and authoritative presentation of the Federal 
Savings and Loan Share as an investment’’ will be mailed, upon request, without 
cost to you. 


ELECTED FEDERALS, Inc. 


135 South LaSalle Street - Field Building + Chicago, Illinois 


A non-profit corporation created for your more convenient 
consideration of its members’ Federal Savings and Loan Shares as invest- 
ments. Each association issues its own Shares directly to each investor. 











WHAT HAS HAPPENED TO THE INVESTOR CLASS? 


Facts and Fallacies Concerning Saving and Investment 


WILLFORD I. KING 


Professor of Economics, School of Commerce, New York University 


LOTATIONS of new securities in the 

United States (other than _ short- 
term notes and direct issues of the Fed- 
eral Government) amounted to $9,978,- 
000,000 in 1929,1 or around one-eighth 
of the realized national income”. By 
1933, such flotations had dropped to 
$693,000,000, a decrease of 93 per cent. 


The off-hand answer usually is that 
the depression was responsible — that 
concerns did not need new capital when 
business was. contracting. Doubtless 
there is much of truth in this assump- 
tion. It does not explain, however, why 
the marked recovery in 1936 did not 
bring the volume of new flotations higher 
than $1,950,000,000, a figure represent- 
ing but 3 per cent of the realized na- 
tional income. 

Investigation shows that the volume 
of non-Federal new security flotations is 
not closely correlated with any of the 
following factors: 


1. Indexes of physical production. 
2. Corporate net income. 


*From address before American Statistical 

Assn., Dec. 1942. 

1. Statistical Abstract of the U. S., 1923, p. 678; 
1929, p. 315; 1934, p. 278; 1940, p. 309. Cor- 
porate, State, municipal, foreign, and Federal 
agency issues are included. 

2. See National Income in the U. S., 1799-1938, 


nm ¥. 


3. Security sales on the New York 
Stock Exchange. 

Furthermore, the decline in flotations 
between 1929 and 1936 was not account- 
ed for by private investors putting their 
available funds into Federal bonds, and 
hence having no money left to buy corpo- 
rate or municipal issues, for such invest- 
ors increased their holdings of Federal 
bonds but little, most of such new bond 
and note issues being absorbed by insti- 
tutional investors. 

A noticeable degree of correlation does 
exist between the volume of new securi- 
ties floated and the average level of stock 
prices as shown by any of the published 
index series, a fact which proves that 
securities can be marketed most readily 
at times when investors are optimistic. 


The Hoarding Thesis 


HE thesis has come to be very wide- 

ly accepted that the real reason why 
investment has failed to expand is lack 
of confidence in the outlook for business. 
Both conservatives and New Dealers 
have tended to agree that erstwhile in- 
vestors have been frightened into hoard- 
ing their money. The former assert that 
the remedy for this untoward state of 
affairs is to take the fetters off business 
and encourage enterprise. The latter 
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commonly suggest that penalizing the act 
of hoarding would be the best way to 
comrel funds to flow into productive 
_nannels. 


Arguments as to the most effective 
method of forcing the release of hoarded 
funds are reminiscent of the debate rep- 
uted to have taken place long ago over 
the question of why placing a fish in a 
tub of water did not increase the weight 
of the receptable and its contents. None 
of the disputants bothered to do any 
weighing. 


Superficially, available data do seem 
to point strongly to hoarding: reports 
for members banks from 101 cities show 
that net demand deposits were nearly 13 
percent larger in 1936 than in 1929,3 
despite the fact that national realized in- 
come had shrunk 18 per cent. Reports 
for the same banks show that between 
1929 and 1936 they increased their hold- 
ings of direct and guaranteed Federal 
obligations by $7,590,000,000 or 262 per 
cent. In the meantime, loans at the same 
banks shrank $7,950,000,000, or 48 per 
cent. As long as banks exchange their 
deposits for Government bonds or notes, 
and hold these obligations, the deposits 
will remain in circulation. Therefore, 
an increase in the total amount of such 
deposits is no indication of hoarding. 


A Trivial Fraction 


ROPONENTS of the hoarding thesis 

may point to the fact that, between 
1929 and 1936, pocket-book money in cir- 
culation increased $1,495,000,000, more 
than 31 per cent.* 


But in the period 1929 to 1933, banks 
suspending operations had deposits of 
$5,756,000,000.5 Their elimination made 
necessary a considerable increase in the 
use of pocket-book money. After 1933, 
the volume of such money actually de- 
clined for two years, increasing again 
with the revival of business in 1936. 


3. See the Statistical Abstract’ of the U. S. for 
1938, p. 244; 1941, p. 280; and the U. S. 
Survey of Current Business, 1940 Supplement. 
p. 50. 

. See the Statistical Abstract of the U. S., for 
1941, p. 266. 

5. Statistical Abstract of the U. S. for 1934, p. 
260. 
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Any hoarding which occurred was not 
large enough to account for more than 
a trivial fraction of the shrinkage of new 
security investment which fell from an 
annual average of 8 billions in the 1927 
to 1929 period to an annual average of 
less than 2 billions in the periods 1935 
to 1938. 

Sometimes life insurance companies 
and savings banks are accused of hoard- 
ing cash. That such was not a major 
factor is revealed by the fact that “cash 
in office and bank” of all life insurance 
companies increased only $690,000,000 
between 1930 and 1936, while, for all mu- 
tual savings-banks during the same pe- 
riod, “cash and balances with other 
banks” expanded only $321,000,000.® 


Where Investment Money Comes From 


INCE it appears that blame for the 
feet shrinkage taking place 
after 1929 in the volume of investment 
in new securities cannot be successfully 
fastened upon any of the culprits com- 
monly supposed to be guilty, the ques- 
tion arises as to what forces actually ac- 
counted for the decline. 


It seems certain that a very large 
proportion of the money invested in new 
issues of securities comes out of sav- 
ings from current income. 


The National Resources Committee’s 


study of “Consumer Expenditures” 
shows that, in 1935-6, although families 
having respectively incomes of $10,000 
or larger received but 10 per cent of the 
national income in those years, they did 
nearly 59 per cent of the savings.* Fur- 
thermore, it seems probable that under- 
writers usually make little effort to sell 
new securities to persons in the income 
brackets under $10,000. So it appears 
logical to focus attention upon that half 
a per cent of all income recipients hav- 
ing individual or family income of $10,- 
000 or more and consider only that part 
of their total income remaining after 
payment of the Federal income tax. The 
table on page 74 compares the total of 
this residual income with that of new do- 


mestic issues of stocks and long term 


6. Statistical Abstract of the U. S., 1938, pp. 247 
and 285. 

4. See the Statistical Abstract of the U. S., for 
1940, pp. 316-7. 





INVESTMENT POLICY 





This advertisement originally appeared in May, 1941. It is repeated at 
the beginning of 1943, because we think it is even more timely now. 


THE WorLD 


isn’t coming to an end... 


. . . And we in this country have a job to do. Doing that job 
outstandingly well is, we feel, the very essence of maintaining 
the strength of our country, of the institutions which we serve 
and of ourselves. And we believe, too, that world-rocking events 
make the best possible performance of one’s own job more, 


not less, essential. 


It is our intention, tradition and practice to tackle our particular 
assignment by remembering the past but keeping an eye on the 
future; by putting original first hand thinking to work on invest- 
ment problems; by keeping close and interested personal contact 
with the market for all bonds, even when we are not directly 
concerned with those bonds, for the benefit of our clients; and, 
above all, by being positive rather than passive in the face of 
unsettlement, discouragement and indecision. This policy and 
these methods we respectfully offer to the institutional investor. 


R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK BOSTON 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 


Members New York Stock Exchange 
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bonds. (Bonds of governments and Fed- 
eral agencies have been included in the 
total, but Federal obligations and short- 
term notes of corporations have been ex- 
cluded, the assumption being that these 
have largely been sold to banks and life 
insurance companies.) 


Rule for Estimating Demand 


INCE income received in one year is 
often spent in the following year, the 
figures in Column B—designed to show 
investing power in the given year—are 
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averages, obtained by giving double 
weight to the income of the current year 
and single weight to the income of the 
previous year. When the items in Col- 
umn B are plotted against those in Col- 
umn D, thus forming a scatter diagram, 
it is found that the two variables are 
closely correlated. From the results one 
seems justified in laying down the follow- 
ing very simple rule for calculating the 
probable investment for any year: 

From the total of incomes (after Fed- 
eral income taxes) of all persons report- 











RELATIONSHIP BETWEEN 
THE VOLUME OF NEW SECURITIES ISSUED 
AND AGGREGATE OF AFTER-TAX INCOME RECEIVED BY 
INDIVIDUALS ABOVE THE $10,000 LEVEL 





A B 


Total Weighted 
Income (After Average of 
Federal After-Tax 
Income Taxes) Income for 
of Individuals Given Year 
Having In- and Preced- 
comes of ing Yeart 
$10,000 or (Millions) 
More+ 
(Millions) 


Calendar 
Year 


$ 3,495 
4,705 
4,581 
3,426 
4,466 
5,110 
6,132 
8,611 
8,689 
9,370 

11,546 
11,225 
6,349 
3,909 
2,315 
2,309 
2,615 
3,244 
4,845 
4,659 
3,383 





*See the Statistical Abstract of the U. S., 1923, p. 678; 1929, p. 315; 1934, p. 278; 1940, p. 309. 





Cc D E 


Value of All New-Secur- Error of 
ities Issue in the United Estimate 
States (Short term notes in 
and U. S. Gov’t. bonds Per Cent 
excluded) 
(Millions) 


Expected 
8 (B—1000) 


100 (C-D) 


9 Actual* D 





$ 3,264 
3,093 
3,416 
4,200 
4,161 
5,317 
6,000 
6,095 
7,570 
7,904 
9,978 
6,503 
2,827 
1,158 

693 
1,355 
1,401 
1,950 
2,055 
2,350 


—10.1 
+ 41 
—26.8 
—34.0 
—16.7 
—20.0 
+ 0.5 
411.7 
— 44 
+10.4 
— 18 
— 4.7 
+17.0 
+41.6 
+68.1 
ow OS 
429.0 
450.7 
+61.1 
+ 6.2 


Av. 21.3 


The 


original source of the data is the Commercial and Financial Chronicle. 
+tComputed from data in the various issues of Statistics of Income, published by the U. S. Bureau of 


Internal Revenue. 
tPreceding year weighted 1, current year 2. 





INVESTMENT POLICY 


ing incomes of $10,000 or over, subtract 
a round billion dollars. Eight-ninths of 
the remainder represents roughly the to- 
tal investment of the American public in 
securities other than short-term notes 
and Federal bonds. 


Income Tax the Chief Deterrent 


T first thought, one might conclude 

that, on the average, after paying 
their taxes and deducting a billion dol- 
lars for current expenses, the quarter of 
a million or so families having incomes 
before Federal income taxes of $10,000 
or more each invest in new issues of do- 
mestic securities 89 per cent of the re- 
mainders of their total income. Prob- 
ably this statement is not very far from 
correct, though some new security issues 
are sold to families having incomes be- 
low the $10,000 level. Broadly, the an- 
swer to the mystery of why investments 
in new securities have shrunk so great- 
ly is not hoarding, but inability of the 
prosperous classes to invest more. 

There are two main reasons for this in- 
ability. First, the number of persons 
receiving incomes of $10,000 or more 
each is smaller than in the late “twen- 
ties.” Second, and more important, is 
the steep rise in income tax rates. 

Actually, however, from 1921 to 1924 
inclusive, people were buying more new 
securities than would be expected on the 
above basis. By contrast, from 1931 to 
1938 inclusive, the volume of investment 
was decidedly below the amount indicat- 
ed by the formula. Whether the paucity 
of private investment in these later 
years was due to the use of available 
funds to purchase Federal bonds, or re- 
flects the hampering influence of Fed- 
eral regulations of the security markets, 
or fear for the safety of the private en- 
terprise system, is left for other inquir- 
ers to determine. 


It appears, therefore, that most of the 
measures proposed for increasing the vol- 
ume of private investment are likely to 
prove futile as long as the Government 
adheres to the policy of taxing away the 
bulk of all large incomes. Continuance 
of such a policy seems inevitably to make 
investment a function of the state, and 
this implies ultimate governmental own- 
ership of all industries. 
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Southern Investment Policy 


An article by Edwin R. MacKethan in 
the December issue of The Trust Bulletin 
summarizes the trust investment policy 
of twelve unnamed institutions in 
Georgia, North Carolina, Maryland, Vir- 
ginia and the District of Columbia. 

U. S. Government bonds were popular 
in all banks, with the Series G bond 
leading the way. Very few of the de- 
partments invest today in state or 
municipal securities because of the low 
yield. Some shied from high grade cor- 
porate bonds for the same reason, while 
others dipped into the lower-rate group 
to obtain income, being satisfied that 
interest and principal would be paid. 

Real estate loans, while desired, are 
difficult to get. No institution had in- 
vested in FHA monthly payment mort- 
gages. 

All but two departments are buying. 
preferred stock, and there was also gen- 
eral agreement that trust funds ought 
to be invested in part in common stocks. 


Trust Tax Department 


The West’s Largest 
Trust Company 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 





Model Statute for 
Prudent-Man Rule 


In response to widespread interest in 
the “prudent-man” standard for trustees 
‘jn the investment of trust funds, the 
Trust Division of the American Bankers 
Association has published a booklet en- 
titled “The Prudent-Man Rule for Trust 
Investment.” The booklet is the work 
of the Committee on Fiduciary Legisla- 
tion of the Trust Division, with the as- 
sistance of Mayo A. Shattuck, of the 
Massachusetts Bar and well known au- 
thority on trust law. 


The booklet contains the text of a 
“Model Prudent-Man Investment Stat- 
ute” prepared by Mr. Shattuck and the 
committee for use in those States where 
it is desired to change the trust invest- 
ment statutes to conform to the Massa- 
chusetts Rule standard for the invest- 
ment of trust funds. It also contains 
reports from trust men regarding the 
status of trust investment in each State 
and the District of Columbia. There are 
also illuminating comments by Mr. Shat- 
tuck on the model statute. 


In a foreword, Louis S. Headley, presi- 
dent of the Trust Division and vice presi- 
dent of the First Trust Company of St. 
Paul State Bank, St. Paul, Minnesota, 
says: “the extensive adoption of the 
standard of prudence in recent years by 
testators and attorneys in the granting 
of investment powers has suggested to 
many that the Massachusetts Rule is bet- 
ter adapted to modern conditions than 
any rule built around formulas or lists 
of authorized investments. The model 
statute now submitted has been prepared 
as a guide for those legislatures which 
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hold this view and wish to embody it in 
their state law.” 

Copies of the booklet may be obtained 
for 25c from the Trust Division at 22 
East 40 St., New York. 


Record of Bond Financing 


Bond financing by corporations, states 
and municipalities declined in 1942 to the 
lowest level in the last ten years, owing 
principally to high taxes and the enormous 
issues of United States government obliga- 
tions, Halsey, Stuart & Co. point out in an 
annual survey of the investment market. 

Price levels of the bond market were well 
maintained throughout the year, the re- 
view indicates, owing to the scarcity of new 
offerings and the unwillingness of the public 
to assume avoidable risks. Stabilization of 
interest rates also contributed to the steady 
tone of the market. 

“Because the tax laws are so drawn as to 
bear most heavily on those who have here- 
tofore constituted the primary investment 
market, their net effect, marketwise, is con- 
siderably out of proportion to the recent 
increases,” the review states. “The impli- 
cations of such measures, along with arbi- 
trary and doubtful legal limitations on 
salaries and other efforts to soak, if not 
liquidate, the investing classes, are far- 
reaching and appear to strike at the very 
heart of progress and free enterprise in this 
country. If permanently established as our 
national policy, they point toward retarded 
future growth or to a collectivized state, or 
possibly both.” 

The record of the railroads is described 
as amazing, and the utilities are said to 
show promise of emerging from the war 
period in excellent operating and financial 
shape. 


Municipal Accounting 


Two texts by the Dominion Bureau of 
Statistics: “A Manual of Instructions” for 
uniform reporting by municipal corpora- 
tions in Canada, and a handbook on “Muni- 
cipal Accounting Terminology,” have been 
distributed to municipal treasurers and 
auditors in each of the nine provinces. S. 
A. Cudmore, Dominion Statistician, says 
“it is the hope that this wide distribution 
will tend towards improved municipal ad- 
ministration and also make possible a com- 
pilation and publication of uniform muni- 
cipal statistics throughout Canada.” 
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S.E.C. PROXY RULES REVISED 


A Challenge to the Conscience of Trustees 


ONG-promised revisions of its proxy 

rules were announced by the Securi- 
ties Exchange Commission on December 
18th applicable to all solicitations after 
January 15, 1943. 


The principal changes are: 


(1) More extensive information must 
be given on the compensation and deal- 
ings of corporate managers, as well as a 
brief statement of the principal occupa- 
tion of all directors and a resume of the 
business experience of new candidates. 

(2) Regular annual reports to stock- 
holders must accompany or precede proxy 
statements. 

(3) Stockholders making proposals for 
action opposed by management must be 
given not more than 100 words in the 
proxy in which to state their position, 
provided stockholders give the manage- 
ment reasonable notice of their intention. 

(4) The exemption heretofore granted 
corporations making proxy solicitations 
without the use of the mails or interstate 
commerce is abolished. 

(5) An exemption is provided from 
the rules for certain types of solicitations 
through newspaper advertisements. 


In addition to certain data as to salar- 
ies, under (1) information is required 
as to all loans to officers and directors, 
not in the ordinary course of business, to- 
gether with a brief description of all ma- 
terial transactions of officers and direc- 
tors and their associates with the com- 
pany and its subsidiaries. 


The purpose of the rules is to give 
stockholders—scattered and disorganized 
and uninformed—an opportunity’ to 
check management. Trust men generally 
(else the rules are meaningless) must 
view with increased respect the printed 
slips and the accompanying stuffing that 
too frequently travel in a series of quick 
hops from the mail desk to the trust of- 
ficer’s waste basket. Nice questions of 
liability may be raised: if the proxy 
statement reveals eye-lifting salaries or 
questionable loans or intra-company 
transactions, can the trustee merely lift 


his eyes or tchk-tchk at the transactions 
—can he stop there? Once he might de- 
fensively plead lack of knowledge and 
lack of opportunity to learn. Now big 
arrows will point. Increased watchful- 
ness by trustee-custodian of wealth— 
watchfulness backed by action—is de- 
manded by the pleasant custom of sur- 
charge. John Doe, ordinary investor, can 
wink at waste and incompetence if he 
wishes; but not John Doe, Trustee. 


‘41 Stock Exchange Record 


The history of the stock exchanges in 
1941, especially those of Continental Eu- 
rope, is both interesting and instructive. 
In a number of countries quotations are 
very high and are out of relation to current 
yields, and in some cases production and 
profits are falling off owing to shortages 
of raw materials and fuel. Undoubtedly 
the attraction of shares as representing 
“real values” is strong (particularly in 
countries which in the past have been 
through the bitter experience of inflation) 
and reflects not present earning power so 
rauch as the risk or imaginary risk of hold- 
ing money claims. 

From 12th annual report of Bank for Inter- 
national Settlements. 
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The Mexican Government has agreed to 
resume service ‘fon a modified and reduced 
scale” on its thirty-year-old $250,000,000 
external debt. 


Complete Banking and 
Trust Service 


AMERICAN SECURITY 
& TRUST COMPANY 
Organized i | 


FEDERAL DEPOSIT INSURANCE CORPORATION 
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IN DELAWARE 


Capital $4,000,000.00 
Surplus and Undivided Profits - - 12,578,842.90 


WILMINGTON 


TRUST COMPANY 
a. ae 
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CURRENT EVENTS 


Where There’s A Will... 


UPREME confidence in the securities 

of the company by which he was em- 
ployed is indicated in the will of Freder- 
ick M. Becket, former vice president of 
Union Carbide and Carbon Corporation. 
Honored many times for his work in 
metallurgy, Dr. Becket bequeathed to 
each of six relatives so much stock of the 
corporation as could be purchased on the 
New York Stock Exchange for $5,000 at 
the date of his death. After leaving one- 
half the residue to his wife and one-six- 
teenth each to two daughters, Dr. Becket 
placed the remainder in trust of two 
parts for the daughters, expressly direct- 
ing the retention of the Union Carbide 
stock and giving the trustee power to 
sell it only after obtaining a court order 
to the effect that sale was necessary in 
the best interests of the beneficiaries. 
Mrs. Becket was named executrix and 
trustee, with a nephew and then the Cen- 
tral Hanover Bank & Trust Company of 
New York as contingent executor and 
trustee... 

Another leading industrial figure 
showed concern in his will for the shares 
in the corporation with which he was 
associated. Crawford Johnson, connect- 
ed many years with firms bottling and 
distributing Coca-Cola, directed his exe- 
cutors—the First National Bank of Bir- 
mingham and two sons, who were also 
named trustees—to request prompt valu- 
ation of his Coca-Cola interests by the 
Commissioner of Internal Revenue. In 
his will, Mr. Johnson left a perpetual 
trust of $100,000 for the Birmingham 
Community Chest, $25,000 for the Crip- 
pled Children’s Clinic, and $50,000 each 
to Howard College (of which he was 
chairman of the board) and University 
of the South Sewanee... 

% * * 


DNA MAY OLIVER, noted charac- 

ter actress, created in her will a 
trust of $25,000 to provide monthly in- 
comes of $100 for an aunt and a friend, 
with a like annuity on their death to two 
other friends. On the death of the last 
survivor, 10% of the principal will go to 
the Actors’ Fund of America and the rest 


equally among seven friends. Miss 
Oliver bequeathed her clothes to the Mo- 
tion Picture Relief Fund to be given to 
needy actresses. The California Trust 
Company of Los Angeles was named ex- 
ecutor and trustee... 


The will of Mrs. Frances N. Hall, a 
principal in the spectacular trial for the 
still unsolved murder of her husband, the 
Rev. Edward Wheeler Hall, in 1922, 
named her brother Willie Stevens as the 
chief beneficiary of her estate estimated 
at more than $100,000. Ironically, the 
brother, who was also implicated in the 
murder, died eleven days after Mrs. 
Hall’s death ... Two transfer tax pay- 
ments aggregating over $2,000,000 were 
recently reported to the New Jersey State 
Comptroller’s office, the largest received 
by the State in several years. The estate’ 
of Mrs. Minnie Reilly, member of the 
Hartford family which founded the A. 
& P., turned over a check for $1,038,923, 
while $1,147,328 was paid in by the es- 
tate of Samuel Stern... 

* * % 


HE First National Bank of Highland 

Park, Ill., is named co-executor and 
co-trustee of the estate of Samuel Hast- 
ings, a director of the International Busi- 
ness Machines Corporation, and former 
president of the Illinois Manufacturers 
Association and of the Dayton Scale Co. 
which subsequently merged with IBM... 
Edward C. Stokes, governor of New Jer- 
sey from 1905 to 1908, appointed the 
First-Mechanics National Bank of Tren- 
ton as executor of his will. In additional 
to playing an active part in politics, hav- 
ing been chairman of the Republican 
State Committee for eight years, Mr. 
Stokes was a leading banker, being the 
first president of the New Jersey Bank- 
ers Association and chairman of the 
board of the First-Mechanics National 
Bank at the time of his death... 

Fred C. Chandler, Jr., son of the 
founder of the Chandler Motor Car Com- 
pany, named the Cleveland Trust Com- 
pany as trustee of his residuary estate. 
The trust company is also acting as trus- 
tee of an insurance trust agreement, 
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which contains the usual provisions for 
the widow and children ... Fred C. Good- 
win, chairman of the board of the 
Rochester (N. Y.) Telephone Corporation 
and senior partner in the law firm of 
Goodwin, Nixon, Hargrave and Devans, 
left the residue of his estate to three 
sons whom he named as executors to- 
gether with the Lincoln-Alliance Bank & 
Trust Company of Rochester. Mr. Good- 
win was a director and chairman of the 
trust committee of the bank. 
* * * 


ATRICK HENRY—of “give me lib- 

erty or give me death” fame—after 
making generous provisions in his will 
for his wife and his children, provided: 
“But in case my said wife shall marry 
again, in that case I revoke and make 
void every gift, legacy, authority or pow- 
er herein mentioned, and order, will and 
direct, She, my said wife, shall have no 
more of my estate than she can recover 
by law; nor shall she be guardian to any 
of my children, or executrix of this my 
will.” 

In contrast to the strict provisions of 
Patrick Henry’s will, were those in the 
will of Gouverneur Morris, the celebrated 
orator and statesman of New York. 
Morris late in life married the much 
younger Ann Randolph. Their married 
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life was one of great happiness. By will 
he bequeathed her a very handsome in- 
come, and it was then provided that in 
case of her remarriage this income 
should be doubled. 


Gives Estate to Navy 


Mrs. Robert Woods Bliss has conveyed 
Casa Dorinda, her extensive Montecito, 
Calif., estate as a gift to the United States 
Navy as a rest home for naval officers. Rob- 
ert Woods Bliss has long been associated 
with the diplomatic corps in various capaci- 
ties. 

Casa Dorinda, on a tract of thirty-five 
acres, with rubber trees and citrus grove, 
has 108 rooms among its various houses. 
There are three elevators in the main house 
and accommodations for twenty-two cars. 

Dunbarton Oaks, the Bliss home at 
Georgetown, Washington, was presented 
last year to Harvard University to be used 
as a cultural center for Byzantine art. Mr. 
Bliss is president of the American Feder- 
ation of Arts. 


a) 


A regional conference of the national of- 
ficers of the Financial Advertisers Associa- 
tion will be held in Chicago on February 
8 in conjunction with the local F.A.A. This 
is the first of a series of regional meetings 
scheduled for the coming months in Boston, 
Cleveland and New York. 


ESTABLISHED 1867 


PEOPLES-PITTSBURGH TRUST COMPANY 


Pittsburgh’s Oldest Trust Company + Serves the Country’s Largest Corporatiors 


Main Office: Wood Street at Fourth Avenue 


Member Federal Deposit Insurance Corporation 





CURRENT EVENTS 


PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CONNECTICUT 


New Haven—Edward M. Baillard has 
succeeded W. Perry Curitss as President 
of THE UNION AND NEW HAVEN 
TRUST COMPANY. Mr. Curtiss, after 40 
years service, was elected chairman of the 
board and will continue active in the bank’s 
affairs. Mr. Gaillard has been with the 


Union & New Haven Trust since 1923, as 
executive vice president since July, having 
formerly been with the Bankers Trust Com- 
pany of New York. He is a past president 
of the Connecticut Bankers Assn. and has 
been active in national banking affairs. 


DISTRICT OF COLUMBIA 


Washington — Leonard Marbury, past 
chairman of the D. C. BANKERS FIDU- 
CIARY SECTION is now Lieutenant Com- 
mander in the Armed Forces and Vincent 
A. Sheely, member of the executive counsel 
of the section is a Lieutenant with the 
Navy; both are former trust officials of the 
Washington Loan & Trust Co. Henry 
Bransom, formerly assistant trust officer of 
National Savings & Trust Co., is a Captain 
in the Marine Corps. 


ILLINOIS 


Chicago—Henry M. Tibbits, assistant 
secretary of HARRIS TRUST & SAVINGS 
BANK, has been granted a leave of absence 
to serve in the Armed Forces. 

Chicago—Albert Young Bingham has 
been elected vice president of CHICAGO 
TITLE AND TRUST CO., and Glenn M. 


J. P. CUMMINGS 
New Rochelle 


ALBERT YOUNG BINGHAM 
Chicago 


Trumbo appointed as Assistant reasurer 
of the company. 


ILLINOIS 


Chicago—Wayne R. Bennett has been pro- 
moted to vice president from second vice 
president, in the trust department of the 
CONTINENTAL-ILLINOIS NATIONAL 
BANK & TRUST COMPANY. Cecil Bron- 
ston, Charles E. Clippinger, Bruce H. De- 
Swarte, Frederick W. Hawley, Jr., Harold 
P. Smith and James F. Vanek were ad- 
vanced to trust officers from assistant sec- 
retaries; Ernest D. Holmes and Victor P. 
Nelson were appointed assistant secretar- 
ies. 


Galesburg—Sidney Nirdlinger has been 
elected president of FIRST GALESBURG 
NATIONAL BANK & TRUST CO., suc- 
ceeding the late O. N. Custer. Mr. Nird- 
linger has been an officer of the bank since 
1924. Louis Nielsen, a director, has been 
elected chairman of the board. 


Peoria—Walter L. Miller, Assistant Trust 
Officer of the COMMERCIAL MER- 
CHANTS NATIONAL BANK & TRUST 
CO., is now in the Army with the rank of 
Captain. 


KENTUCKY 


Louisville—Charles Preston Thomas, vice 
president and assistant trust officer of the 
UNITED STATES TRUS COMPANY, has 
been commissioned a First Lieutenant of 
the Army’s Finance Department. 


GEORGE C. BARCLAY 
New York 





LOUISIANA 


Shreveport—P. A. Turner is now vice 
president and trust officer of the COM- 
MERCIAL NATIONAL BANK. T. A. 
White, assistant trust officer, is a Lieuten- 
ant in the Navy, on leave from the bank 
for the duration. 


MARYLAND 


Baltimore—Leonard A. A. Siems has been 
elected vice president of the FIDELITY 
TRUST CO. He had been a member of 
the examining staff of the Federal Reserve 
Board of governors. Douglas H. Rose, 2nd, 
has been advanced from trust officer to vice 
president. 


MASSACHUSETTS 


Boston—Horace A. Danforth, formerly 
director of publicity at THE NATIONAL 
SHAWMUT BANK has been commission- 
ed a Lieutenant, senior grade, in the U. S. 
Navy stationed at Newport, R. I. 


MINNESOTA 


St. Paul—Alex Highland has been ele- 
vated from president to chairman of the 
EMPIRE NATIONAL BANK & TRUST 
COMPANY. Joseph R. Ringland has been 
elected president. He resigned as president 
of the STOCK YARDS NATIONAL BANK 
of South St. Paul to accept this appoint- 
ment but will continue to act as a member 
of its board. 


MISSOURI 


St. Louis—Retirement of Frank O. Watts 
from the chairmanship of the board is an- 
nounced by the FIRST NATIONAL BANK. 
He has been in banking since 1888, and 
served a term as president of the American 
Bankers Association. 


NEVADA 


Reno—R. O. Kwapil has been promoted 
from the position of assistant trust officer 
to that of trust officer with the FIRST NA- 
TIONAL BANK OF NEVADA. 


NEW HAMPSHIRE 


Manchester—Ralph A. McIninch, former- 
ly assistant trust officer of the MER- 
CHANTS NATIONAL BANK, is now with 
the Philadelphia Federal Reserve Bank, 
Philadelphia, Pa. 


NEW YORK 


New Rochelle—J. P. Cummings has been 
elected vice president and trust officer of 
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the FIRST NATIONAL BANK. He former- 
ly held the same post at the LAKE SHORE 
TRUST & SAVINGS BANK of Chicago. 


New York—Leland C. Covey has been ap- 
pointed assistant vice president of the 
UNITED STATES TRUST COMPANY. 


New York—Paul A. Albus, Clyde W. 
Hiseler and John F. Hughes have been 
appointed assistant secretaries of the 
CONTINENTAL BANK AND TRUST CO. 
Ralph Farrington has been elected an as- 
sistant trust officer. 


New York—William <A. Bayreuther, 
George K. Boday, Charles H. Bush, Alfred 
K. Fricke, Walter F. Thomas and John A. 
Turnbull have been appointed assistant vice 
presidents of the CENTRAL HANOVER 
BANK & TRUST CO.; Emmet J. Urell has 
been elected assistant treasurer and Charles 
W. Hiester, Paul A. Roth, Joseph C. Walz 
and H. Bruce Whitmore are now assistant 
secretaries. In the business development 
department Thomas E. Delaney, J. Wesley 
Johnston and Allyn W. Maxwell have been 
promoted to assistant secretaries. 


New York — Harold Powleson, formerly 
trust officer, has been apointed assistant 
secretary; Francis E. Curran, James A. 
Fryatt and Franklin B. Kellogg, formerly 
assistant trust officers have been appointed 
trust officers of the BANK OF THE MAN- 
MATTAN CO. Minor L. Wheaton, former- 
ly assistant trust officer is now assistant 
cashier; John A. Gluckert has been pro- 
moted to assistant trust officer. 


New York—The CHEMICAL BANK & 
TRUST COMPANY announces the ap- 
pointment of Isaac B. Grainger as vice 
president. For the past nine years, Mr. 
Grainger has 
been president 
of the Mont- 
clair (N. J.) 

Trust Com- 
pany, and is 
Treasurer of 
the Essex 
County Bank- 
ers’ Associa- 
tion. He start- 
ed his banking 
career in the 
old Murchison 
National Bank 
of Wilmington, 
N. C., and 
later served as 


executive vice ISAAC B. GRAINGER 
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president of the North Carolina Bank & 
Trust Company in Greensboro. In World 
War I, Mr. Grainger was a Captain of 
Infantry. 


New York—George C. Barclay has been 
appointed vice president of the CITY 
BANK FARMERS TRUST COMPANY. 
David C. Powers and John E. Hurley were 
appointed assistant trust officers. 


Scarsdale—Ray Craerin formerly vice 
president and trust officer with the SCARS- 
DALE NATIONAL BANK & TRUST CO., 
is now a Lieutenant in Squadron 1-D1, at 
the U. S. Naval Station at Squantum, Mass- 
achusetts. 


OHIO 


Cincinnati—Edwin G. Downing, formerly 
manager of property management depart- 
ment and of the Union Trust Building, has 
been elected assistant vice president of the 
FIFTH THIRD UNION TRUST COM- 
PANY. 


Cleveland—Nicholas A. Smith, formerly 
with Paine, Webber, Jackson and Curtis 
has joined the investment division of the 
trust department of the CENTRAL NA- 
TIONAL BANK OF CLEVELAND. 


PENNSYLVANIA 


Philadelphia—The following promotions 
have been made in the FIDELITY-PHILA- 
DELPHIA TRUST COMPANY: Maurice 
D. Hartman, assistant trust officer was 
elected trust officer; Conrad D. Barto, Wil- 
liam Gauer and Otis F. Shepard were ap- 
pointed trust officers; Edward F. James 
was made assistant controller; George C. 
Robinson appointed assistant auditor; 
Frederick B. Priestley and William R. Duf- 
fell were elected assistant treasurers. 


TENNESSEE 


Memphis—C. G. Turley, assistant trust of- 
ficer of the UNION PLANERS NATION- 
AL BANK & TRUST COMPANY, is ab- 
sent on leave in the armed services. 


UTAH 


Salt Lake City—Clair M. Mortensen, as- 
sociated with the WALKER BANK & 
TRUST COMPANY for 13 years, has been 
elected assistant trust officer. He has been 
a certified public accountant for 9 years and 
is a member of the Utah Assn. of C.P.A.s. 


WISCONSIN 


Eau Claire—Richard J. Lewis, president 
and trust officer of the AMERICAN NA- 
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TIONAL BANK & TRUST COMPANY is 
now a member of the United States Navy. 


TRUST INSTITUTION BRIEFS 


San Francisco, Cal—THE ASSOCI- 
ATED TRUST COMPANIES OF CEN- 
RAL CALIFORNIA have elected the fol- 
lowing officers to serve for 1943: Walter 
E. Bruns, vice president and trust officer, 
Bank of America N. T. & S. A., as presi- 
dent; A. Salerno, assistant trust officer, 
Title Insurance & Guarantee Co., as vice 
president; Laurence Tharp, trust officer, 
Anglo California National Bank, as secre- 
tary-treasurer. 

Washington, D. C.—Edward F. Collady, 
general counsel of the SECOND NATION- 
AL BANK, has been elected a member of 
the executive committee of the National 
Republican Party. 


Boston, Mass.—Roy H. Booth, Jr., for- 
mer assistant vice president of the NA- 
TIONAL SHAWMUT BANK, has been’ 
promoted from First Lieutenant to Cap- 
tain in the Army Air Force. 


The Dependable 


Executor and Trustee 
for Half a Century 


Mississippi Valley Trust Co. 


St. Louis 
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Minneapolis, Minn.—The First National 
Bank & Trust Co. of Minneapolis, effective 
January 1, 19438, changed its name _ to 
FIRST NATIONAL BANK OF MINNE- 
APOLIS. The change signifies no curtail- 
ment of service and the trust department 
will continue to render complete trust ser- 
vice. 


New York, N. Y.—Captain Richard B. 
Scott, investment officer with FIDUCIARY 
TRUST CO., who joined the Army Air 
Corps, is reported missing in action in 
North Africa. 


New York, N. Y.—THE CHASE NA- 
TIONAL BANK reports as of December 
31 its total resources had reached $4,569,- 
496,050. This is the first time a commer- 
cial bank in this or any other country has 
reported resources in excess of $4,000,- 
000,000. 


New York, N. Y.—John E. Bierwirth, 
president of NEW YORK TRUST CO., an- 
nounces that effective Jan. 1, 19438, the 
company inaugurated a contributory Re- 
tirement Annuity Plan for its employees. 
The plan will supplement Federal Old-Age 
Benefits through the purchase of deferred 
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life annuities commencing at age 65 for all 
employees. Those at least 25 years old and 
with one continuous year of service are 
eligible. The employee will contribute with 
respect to service rendered after Dec. 31 
a percentage of his basic monthly salary 
and the trust company will contribute one 
and one-half times the amount of the em- 
ployee. The trust company also intends 
to provide at its own expense supplemental 
annuities for service rendered before Jan- 
uary 1, 1943. 


Lincoln, Neb.—Samuel C. Waugh, execu- 
tive vice president and trust officer of THE 
FIRST TRUST COMPANY, has _ been 
named to the Executive Council of the 
American Bankers Association by President 
W. L. Hemingway. 


Cleveland, Ohio—Henry Pirtle, trust of- 
ficer of the CLEVELAND TRUST COM- 
PANY, has been appointed a member of 
the Cleveland Heights City Council. 


Tulsa, Okla.—John A. Beeman, former 
attorney and trust officer, FIRST NA- 
TIONAL BANK & TRUST COMPANY, 
now at Washington, D. C., with the ser- 
vices of supply, has been promoted from 
major to lieutenant colonel. He was called 
into active service in April, 1941. 


Pittsburgh, Pa.—Alexander P. Reed, vice 
president in the trust department of FI- 
DELITY TRUST COMPANY, has been 
elected president of the Board of Public 
Education of the City of Pittsburgh. 


0. 


IN MEMORIAM 


ARTHUR REYNOLDS: for many years 
a leading Chicago bankers and former 
president of the American Bankers Asso- 
ciation. 


JAMES A. CROWLEY: president of the 
Peoples Bank & Trust Co., Passaic, N. J. 


RUSSELL LAW: chairman of the. exe- 
cutive committee of Albert Frank-Guen- 
ther Law, Inc., advertising agency. 

PAUL THOMPSON: former chairman 
of the board of the Corn Exchange Na- 
tional Bank & Trust Co. of Philadelphia. 


FRANK L. UNDERWOOD: vice presi- 
dent and trust officer of the Hamilton Na- 
tionla Bank of Chattanooga, Tenn. 


PERRY F. LOUCKS: legal editor for 
Trusts and Estates for South Dakota. 











L TAX ON COMMUNITY PROPERTY 
BE UPHELD ? ; 


New Estate Levy Questioned As Violation of Property Rights 


RALPH W. SMITH 
Member of Los Angeles Bar; formerly Chief Inheritance Tax Attorney for California 


ECTION 811 (d) of the Internal 
Revenue Code (relating to revocable 
transfers) was amended by Section 402 
of the Revenue Act of 1942 by adding at 
the end thereof the following paragraph: 


“(5) Transfers of Community Prop- 
erty in Contemplation of Death, etc.— 
For the purposes of this subsection and 
subsection (c) (Transfers in Contempla- 
tion of, or Taking Effect at Death.’’) 
a transfer of property held as commun- 
ity property by the decedent and surviv- 
ing spouse under the law of any State, 
Territory, or possession of the United 
States, or any foreign country, shall be 
considered to have been made by the 
decedent except such part thereof as 
may be shown to have been received as 
compensation for personal _ services 
actually rendered by the surviving 
spouse or derived originally from such 
compensation or from separate property 
of the surviving spouse.” 


Section 811 (e) (relating to joint in- 
terests) was amended by striking out 
“(e) Joint Interests” and inserting in 
lieu thereof (e) Joint and Community 
Interests, and by inserting at the end 
thereof the following new paragraph: 


(2) Community Interests. To the 
extent of the interests therein held as 


community property by the decedent and 
surviving spouse under the law of any 
State, Territory or possession of the 
United States, or any foreign country, 
except such part thereof as may be shown 
to have been received as compensation 
for personal services actually rendered 
by the surviving spouse or derived ori- 
ginally from such compensation or from 
separate property of the. surviving 
spouse. In no case shall such interest 
included in the gross estate of the de- 
cedent be less than the value of such 
part of the community property as was 
subject to the decedent’s power of testa- 
mentary disposition.” 


Property Taxed Though Not Part 
of Estate 


OR the purpose of this discussion, we 
will assume that the laws of the other 
community property states are the same 
as that of California after July 29, 1927, 
the effective date of Section 161la of the 
Civil Code defining the interests of the 


respective spouses in the community 
property “during continuance of the mar- 
riage relation” as “present, existing and 
equal interests under the management 
and control of the husband.” We will as- 
sume also that in all of said states the 
first spouse to die has the same powers 
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of disposition of such community prop- 
erty as in California, namely, the right 
to dispose of one-half thereof only, with 
no power over any part of the other one- 
half. 


Suppose California spouses own com- 
munity property all acquired after July 
29, 1927, as remuneration to them for 
the personal services of their minor chil- 
dren. Under the law each of them owns 
one-half of this property, including the 
right to dispose of it by will, and has no 
right whatever to dispose of any part of 
the other one-half by will. If no disposi- 
tion is made of the one-half subject to 
decedent’s testamentary disposition it 
passes under the succession laws of the 
State of California as a part of decedent’s 
estate to the survivor. In other words, 
one-half of such property is a part of the 
gross estate of whichever spouse dies 
first, but under the amendment both 
halves are, for estate tax purposes, 


deemed a part of the estate of whichever 
spouse dies first, as no part of it was “re- 
ceived as compensation for personal ser- 
vices actually rendered by the surviving 


spouse.” 


We thus have the extreme case of prop- 
erty not a part of the estate, not subject 
to decedent’s testamentary disposition, 
not owned in joint tenancy or tenancy by 
the entirety, and never having been 
owned by the decedent at any time, and 
yet being deemed and taxed as a part of 
the gross estate. We believe that no such 
statute has ever been sustained by any 
Court and that such a tax clearly amounts 
to a deprivation of property without due 
process of law in violation of the 5th 
Amendment. 


Joint Tenancy Cases Not in Point 


HE amendment is to the joint ten- 

ancy subsection and an attempt will 
probably be made to justify it by the 
authorities sustaining the inclusion in 
the gross estate of property held in joint 
tenancy except the part shown by the sur- 
vivor to have originally belonged to him 
and never to have been the property of 
decedent, etc. We submit that these au- 
thorities are clearly not in point. This 
may be demonstrated by examining 
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Gwinn v. Commissioner (1932) 77 L. Ed. 
270, one of the strongest cases sustaining 
such a tax on the death of a joint tenant 
with the reasons as expressed by the 
Supreme Court why such a tax does not 
violate the due process clause of the 5th 
Amendment. We quote extensively from 
the case as it is the first decision by the 
Supreme Court upholding the inclusion 
in the gross estate of the part of the 
joint tenancy property contributed by 
the decedent where the joint tenancy was 
created prior to the first statute provid- 
ing for the taxing of such property. 


In 1915, J. H. Gwinn, the petitioner, 
and his mother, residents of California, 
acquired by equal contributions certain 
property, as joint tenants with the right 
of survivorship, which they continued to 
hold until her death, October 5, 1924. 


The Revenue Act approved June 2, 
1924, provided in Section 302 for the in- 
clusion in the gross estate of the decedent 
of the value at the time of his death of 
property 

“(e) To the extent of the interest 
therein held as joint tenants by the de- 
cedent and any other person, or as ten- 
ants by the entirety by the decedent and 
spouse, or deposited, with any person 
carrying on the banking business, in 
their joint names and payable to either 
or the survivor, except such part there- 
of as may be shown to have originally 
belonged to such other person and never 
to have been received or acquired by the 
latter from the decedent for less than 

a fair consideration in money or money’s 

worth .. <” 


In appraising Mrs. Gwinn’s gross es- 
tate, the Commissioner of Internal Rev- 
enue included the value of one-half the 
property which she and her son had ac- 
quired as stated. This was challenged as 
error, the petitioner maintaining that un- 
der the tenancy, each party acquired im- 
mediate joint ownership in the whole 
property; that his interest therein then 
became completely vested and no change 
in title or transfer of interest occurred 
by reason of the co-tenant’s death; that 
no interest ceased or passed at the death; 
that the Commissioner is attempting, 
arbitrarily, capriciously and in violation 
of the due process clause of the Fifth 
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Amendment, to tax something created, 
transferred and vested in the survivor 
prior to the first (1916) Federal estate 
tax law. 


Death as Generating Source 


HE Court in deciding against peti- 

tioner did not question that, if the re- 
sulting facts under the California joint 
tenancy law were as stated by him, there 
would be a violation of the due process 
clause but proceeded at length to show 
that his statement of the conditions re- 
sulting from the creation of the joint 
tenancy were not full and accurate, quot- 
ing from previous decisions of the Court. 
One of these, Tyler v. United States 
(1930), 74 L. Ed. 991, was on all fours 
with Gwinn v. Commissioner, except that 
the property involved was owned by a 
husband and wife as tenants by the en- 
tirety, which tenancy was created after 
the passage of the applicable taxing act. 


The Court, quoting from the Tyler 
case, says on page 274: 


“<The question here, then, is, not 
whether there has been in the strict 
sense of that word, a “transfer” of the 
property by the death of the decedent, or 
a receipt of it by right of succession, but 
whether the death has brought into be- 
ing or ripened for the survivor, property 
rights of such character as to make ap- 
propriate the imposition of a tax upon 
that result (which Congress may call 
a transfer tax, a death duty, or anything 
else it sees fit), to be measured, in whole 
or in part, by the value of such rights. 


“¢At his (co-tenant’s) death, however, 
and because of it, she (the survivor) for 
the first time, became entitled to the ex- 
clusive possession, use and enjoyment; 
she ceased to hold the property subject 
to qualifications imposed by the law re- 
lating to tenancy by the entirety, and 
became entitled to hold and enjoy it 
absolutely as her own; and then, and 
then only, she acquired the power of dis- 
posing of the property by an exercise 
of her sole will. Thus the death of one 
of the parties to the tenancy became the 
“venerating source” of important and 
definite accessions to the property rights 
of the other. These circumstances to- 
gether with the fact, the existence of 
which the statute requires, that no part 
of the property originally had belonged 
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to the wife, are sufficient, in our opin- 
ion, to make valid the inclusion of the 
property in the gross estate which forms 
the primary base for the measurement 
of the tax.’ ” 


Further Significant Language 


HE opinion further continues on 
page 274: 


“Although the property here involved 
was held under a joint tenancy with the 
right of survivorship created by the 1915 
transfer, the rights of the possible sur- 
vivor were not then irrevocably fixed 
since under the state laws the joint es- 
tate might have been’ terminated 
through voluntary conveyance by either 
party, through proceedings for partition, 
by an involuntary alienation under an 
execution ... The right to effect these 
changes in the estate was not terminated 
until the co-tenant’s death. Cessation of 
this power after enactment of the Rev-' 
enue Act of 1924 presented proper oc- 
casion for imposition of the tax. The 
death became the generating source of 
definite accessions to the _ survivor’s 
property rights.” 


The following language on page 999 
of the opinion in Tyler v. United States 
is very significant: 


“The possibility that a Federal statute 
passed under the taxing power may be 
so arbitrary and capricious as to cause 
it to fall before the due process of law 
clause of the 5th Amendment must be 
conceded ... but the present statute is 
not of that character. To include in the 
gross estate, for the purpose of measur- 
ing the tax, the value of property, no 
part of which originally belonged to one 
spouse, but which came to the tenancy, 
mediately or immediately, as a pure gift 
from the other, and which, as a conse- 
quence of the latter’s death, was re- 
lieved from restrictions imposed by the 
law in respect to tenancy by the entirety 
so as to produce in the survivor the right 
of sole proprietorship, is obviously 
neither arbitrary nor capricious. The 
evident and legitimate aim of Congress 
was to prevent an avoidance, in whole 
or in part, of the estate tax by this 
method of disposition during the lifetime 
of the spouse who owned the property, 
or whose separate funds had been used 
to procure it.” 
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In other words, the law deals with the 
situation as practically a transfer by the 
original owner of the property to the 
survivor conditioned on said survivorship 
and the non-severance of the estate dur- 
ing the original owner’s lifetime, and is 
sustained on the ground that the gift is 
not irrevocably final until death, at which 
time the sole title of the survivor to the 
whole first accrues. 


The Hoeper Case 


OW different this is from the case 

we are assuming where the survivor 
was from the first acquisition of the com- 
munity property the sole owner of one- 
half thereof and the decedent was never 
at any time the owner thereof and con- 
sequently made’ no transfer thereof. It 
simply amounts to this: A and B each 
own some property and the statute arbi- 
trarily and capriciously says: “When one 
of you dies the survivor’s property must 
for tax purposes be deemed the property 
of decedent.” That was exactly the sit- 
uation in Hoeper v. Tax Commission, 76 


L. Ed. 248, except that state income tax- 
es were involved instead of federal estate 


taxes. The state statute attempted to 
tax the incomes of husband and wife as 
if it were the husband’s income and the 
court held that to do so would violate the 
due process clause of the 14th Amend- 
ment. If the State could not tax the 
wife’s income to the husband without vio- 
lating the due process clause of the 14th 
Amendment, it is difficult to see how Con- 
gress can tax the property of a surviving 
spouse as part of the estate of his or her 
deceased spouse without violating the due 
process clause of the 5th Amendment. 


In the Hoeper case the Court stated 
that “to measure the tax on one person’s 
property or income by reference to the 
property or income of another is con- 
trary to due process of law as guaran- 
teed by the 14th Amendment.” That this 
paragraph correctly states how the com- 
munity property in California is owned 
by the respective spouses is clearly recog- 
nized by the Supreme Court in United 
States v. Malcolm, 75 L. Ed. 714. It 
would seem that the law in regard to the 


TRUSTS and ESTATES—January 1943 


ownership of the spouses of their respec- 
tive interests in community property has 
not thoroughly percolated into the minds 
of the legislators. 


The same general argument applies to 
inter vivos transfers of community prop- 
erty and that used to pay insurance pre- 
miums. It may be that a law to tax more 
than one-half of such transfer on the 
death of one of the spouses might be sus- 
tained provided it did not also provide 
that all or part of the transfer so taxable 
would also be taxed if the other spouse 
predeceased. 


Discriminate Against Community States 


E respectfully submit that no law 

will be held constitutional whose 
principal effect would be to punish the 
owners of property in community prop- 
erty states because the legislators in said 
states chose to deal with the spouses in 
said states as equal partners in the com- 
munity property at all times during their 
joint lives, vesting in each the title to 
one-half thereof with the right to dis- 
pose of it at death without any interfer- 
ence by the other spouse, instead of mak- 
ing the wife a perpetual servant of the 
husband, to serve for her board and 
clothes, and the right to some support if 
she should survive her husband, but with 
no right whatever if she predeceased him 
to provide, out of the property accumu- 
lated during the marriage, for her chil- 
dren or to protect them in any way 
against the machinations of a second 
wife with no interest in them. 


The amendments to Section 811 result 
in a further discrimination against the 
community property States since, if a 
husband or wife in the community prop- 
erty States wish to separate or transmute 
their vested community property into an- 
other type of property ownership, the 
transfer may be subject to a gift tax. 
The enactment violates rights in prop- 
erty vested under State laws. To vali- 
date the Amendment would be carrying 
the supremacy clause of the Constitution 
beyond approved limits, and would con- 
travene the requirements of geographical 
uniformity. 
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EXPERIENCE UNDER PRINCIPAL-INCOME ACT 


Advantages in Trust Administration—Suggested Changes 


C. L. HARRISON, JR. 
Asst. Trust Officer, First and Merchants National Bank, Richmond, Virginia 


HE Uniform Principal and Income 

Act adopted by the Virginia Legisla- 
ture in 1936 has proved a boon to trus- 
tees in many ways, chiefly in settling 
questions dealing with such complex 
problems as the allocation of cash re- 
ceipts, stock dividends, etc. between life 
beneficiaries and remaindermen, and be- 
tween successive beneficiaries. While 
testators and grantors of trusts have al- 
ways had the right to determine how 
such problems should be handled, it is a 
fact that even the wisest attorney or 
testator could not be expected to foresee 
the change in the forms of property 
rights or the involved equities behind 
these rights to provide in the will or 
trust instrument for all eventualities of 
the future. 


About the year 1930, due to the grow- 
ing industrialization of Virginia and the 
difficult questions arising from the de- 
pression, the problems of trustees became 
increasingly difficult. The Virginia law, 
dealing with questions of the nature of 
those now settled by reference to the 
Uniform Principal and Income Act, was 
brief and inadequate. The result was 
our courts were guided by the practice 
in other States, following in many cases 
the rules laid down by the Massachusetts 
courts, but until a fiduciary took a case 
to court, he was often unable to tell what 
action should be taken in entirely too 
many situations. 


An example is the question of amor- 
tization of bond premiums. Prior to the 
passage of the Act, some fiduciaries 
amortized such premiums on the grounds 
of protecting against a sure loss if the 
bonds were held to maturity, while others 
did not. In some cases, when preferred 
stock was purchased above the call price 
the excess cost was “amortized” over a 
period of years. The result was consid- 
erable confusion and differences in treat- 
ment of beneficiaries. Another and more 


serious question was that of unproduc- 
tive property. An investment sound at 
one time would cease paying income, or a 
house would become vacant and be an 
actual charge on the income of the life 
beneficiary. There was no provision in 
Virginia law by which the beneficiary 
could ever receive any income for the pe- 
riod during which the property was un- 
productive or indeed could recoup the 
carrying charges during this period. The 
Act resolved these and similar questions 
and has been of great benefit to trustees, 
beneficiaries, and remaindermen as a re- 
sult. , 


Accomplishments of Law 


HE Act as passed by the Virginia 

Legislature defines income and prin- 
cipal receipts in sufficiently general but 
definite terms and provides for the ap- 
portionment of income between succes- 
sive beneficiaries. It then takes up the 
question of corporate dividends and share 
rights, removing from our law any doubt 
as to how such items shall be handled. It 
does away with amortization of prem- 
iums on bonds, provides for the protec- 
tion of business capital, and principal 
subject to depreciation. It then deals 
with the subject of unproductive assets 
and removes the inequities under which 
the life beneficiaries suffered. It deals 
with the allocation of expenses between 
principal and income and between suc- 
cessive beneficiaries, and other problems. 


The Act has rendered the law definite 
and this has removed many of the diffi- 
culties faced by trustees in the past. It 
has also saved much expensive litigation 
because trust law had not developed so 
far in Virginia as in some other wealth- 
ier and more industrialized States. 
Doubtless if the law had not been passed, 
many cases would have been carried to 
the courts for decision. 
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The Act has made more equitable the 
treatment of the life beneficiary. The 
old rule of safety, “charge income when 
in doubt,” was probably used entirely 
too much prior to 1936, but since that 
time the trustee has had a guide to many 
questions before considered doubtful. The 
result has been the cure of what was a 
considerable evil. Also, by apportioning 
the proceeds of the sale of unproductive 
property, the life beneficiary has had a 
very real inequity removed in that he 
now benefits from the asset without be- 
ing penalized because, for one reason or 
another, the trustee retained possession. 

The provisions dealing with amortiza- 
tion have removed a minor but vexatious, 
and sometimes expensive, problem. Prior 
to 1936 there was serious doubt in Vir- 
ginia as to whether or not amortization 
should be practiced, but under the old 
rule of “charge income” many trustees 
did so. Semi-annually or more often, a 
charge would be made to income, and a 
credit to principal. Sometimes this would 
go on over a period of years and then 
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the bonds would be sold, in some cases at 
a prefit over the original cost. Then it 
would be necessary to go over the account 
and reverse the entries. 


Modifications Desirable 


HERE has been some criticism of 

some of the details of the Act, es- 
pecially as to the provisions dealing with 
unproductive property. The Act would 
seem (Section 11) to apply to household 
furniture and other tangible property 
which on occasion comes into a trust ac- 
count through operation of a will. It is 
felt that this is illogical and that the 
Act should be amended to remove any 
doubt. Also, the interest rate used in 
the allocation of the income is felt to be 
too inflexible. It has been suggested that 
instead of a five per cent rate, a rate 
equal to the average earning of the pro- 
ductive assets in the trust account, based 
on their cost, would be fairer. 


Another criticism is the indefiniteness 
of Section 12 (3) dealing with the ad- 
justment of expenses paid out of income 
between successive beneficiaries. This 
is especially true in dealing with prop- 
erty taxes (real and personal). Under 
Virginia tax laws such taxes become a 
lien on the property as of January Ist of 
each year and are assessed against the 
person owning the property at that time. 
Prior to the enactment of the Uniform 
Principal and Income Act it was gener- 
ally held that such taxes were charged to 
the principal as a whole in the year in 
which the testator died, and to the life 
beneficiary’s share of the income in the 
year of the life beneficiary’s death. The 
Uniform Principal and Income Act is 
generally held not to have altered the 
rule, but many believe that the language 
used has made the matter uncertain. Per- 
haps the Act should be amended to cover 
this and similar questions of the alloca- 
tion of expenses between successive bene- 
ficiaries in a little more definite manner. 

Despite such criticisms the Act has 
done much good in making the law defin- 
ite, in securing justice among the var- 
ious parties interested in the trust, in 
settling many difficult problems of trus- 
tees, and in removing the possibility of 
surcharges due to uncertainty. 
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Decisions 


Assets — Administration — Trustee in 
Military Service Not Entitled To Stay 
Of Proceedings 


North Carolina—Supreme Court 
Lightner v. Boone, 222 N. C. 205, decided Nov. 
4, 1942. 


The father of minor children was ap- 
pointed Trustee of an educational fund. 
Suit was instituted against the Trustee on 
behalf of the beneficiaries, charging the 
Trustee with improper investments and mis- 
management of the trust funds. The trus- 
tee filed answer in which it was admitted 
that he was not managing the trust funds 
‘ pursuant to any directions in the will creat- 
ing the trust and alleged that he was pro- 
ceeding under ante mortem instructions 
from the trustor. 

When the case was called for trial, the de- 
fendant, through his counsel, made appli- 
cation for a stay of the proceeding under 
the provisions of the Soldiers’ and Sailors’ 
Civil Relief Act of 1940, it being alleged 
that the defendant Trustee was a Major in 
the United States Army, and had been 
called into active service prior to the insti- 
tution of the suit. The trial court contin- 
ued the case for two months until a sub- 
sequent term of court in order to give the 
defendant Trustee ample time to prepare 
his defense. 

The case was again called for trial, and 
the defendant Trustee appeared through 
his counsel “for the sole purpose of moving 
for a continuance.” This motion was over- 
ruled and the Court immediately proceeded 
with the trial of the case in the absence 
of the defendant Trustee and of counsel, 
who declined further to appear in the case. 
From the judgment entered upon the relief 
sought by the beneficiaries of the trust 
fund, the defendant Trustee appealed to the 
Supreme Court. 

HELD: The Court was justified in hold- 
ing the defendant liable as for a breach 
of trust and entering judgment to that ef- 
fect, since the evidence disclosed, and the 
Court found, that the ability of the defend- 
ant to conduct his defense was not mater- 
ially affected by reason of his military ser- 
vice. The evidence offered at the trial at- 
tempted to show that the Trustee had un- 
dertaken to speculate with the trust funds. 
It also appeared that the defendant had 
taken certain depositions in preparation for 
the trial. 


Distribution — Right of Survivorship in 
Bank Account 


Nebraska—Supreme Court 
McConnell vs. McCook National Bank, 6 N. W. 
(2d) 599. 


The Nebraska statute provides: 


“When a deposit in any bank in this 
state is made in the name of two or more 
persons, deliverable or payable to either 
or to their survivor or survivors, such 
deposits *** may be delivered or paid to 
either of said persons or to the survivors 
in due course of business.” 

A made a deposit in a bank and received 
a certificate of deposit which was made 
“payable to the order of self or R or F.” 
On A’s death, her executrix claimed the 
money, held by the bank. 

HELD: The deposit belonged to the sur- 
vivors, R and F. The statute was intended 
for the protection of the bank and also 
fixed the right of the persons named, unless 
the contrary appears from the terms of the 
deposit. 

Words of survivorship or of joint tenancy 
are unnecessary to vest title to the deposit 
in the survivor or survivors. 

NOTE: This rule is contrary to that in 
other states having a similar statute regard- 
ing bank deposits with survivorship. 


a 


Distribution — Trustees Not Limited to 
Income in Paying Annuity 


Massachusetts—Supreme Judicial Court 
Burgin v. Patch, 1942 A. S. 1393; Oct. 27, 1942. 


Petition by Trustees for instructions. The 
will provided that the Trustees should “pay 
out of said net income” to the testator’s 
wife a sum which, with the income on her 
own property, should equal $5,000 per year, 
the wife’s statement as to the amount of 
her own net income to be final. The peti- 
tion recited that the income had never been 
sufficient to give the wife her $5,000 and 
they had been obliged to resort to princi- 
pal; and they were uncertain whether the 
will contemplated the permanent resort to 
principal. 

The will contained further provisions for 
the use of the net income to the wife’s 
father and mother, and for a nephew and 
niece, with ultimate distribution to the 
nephew and niece. The record did not dis- 
close the widow’s separate income or the 
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financial status of the husband and wife 
when the will was executed. No evidence 
was reported and there was no report of 
facts by the judge. The decree merely in- 
structed the Trustees that the net income 
was primarily liable for the yearly pay- 
ments, but if the income was insufficient, 
together with the widow’s personal income, 
to make up the $5,000, resort could be had 
to the principal. 

HELD: Decree affirmed. An examina- 
tion of the whole will shows the testator 
did not always use the word “income” as 
excluding principal; and that the provision 
that the wife was to have a total income 
of $5,000 per year did not necessarily mean 
that it must come from the income of the 
trust as distinct from the principal. Much 
light could come from the circumstances 
existing when the will was executed. These 
may have been before the judge, and this 
court must assume that the judge found 
all the facts essential to the decree. 

Note: The decision is somewhat unsat- 
isfactory because the very similar case of 
Lynn Safe Deposit & Trust Co. v. Martin, 
3808 Mass. 443 (Mar. 1941 Trusts and Es- 
tates 332) which was decided the other 
way, was not discussed and distinguished.) 


——_—_0 


Ruling on Amortized Premiums 


The Commissioner of Internal Revenue 
on Dec. 11, 1942, ruled that where the in- 
come of a trust is distributable to the 
beneficiaries, and the trustee elects, under 
the provisions of Section 126 of the Revenue 
Act of 1942, to amortize taxable bond pre- 
miums, the full amount of the distributable 
income is taxable to the beneficiaries with- 
out reduction for such amortization, where 
neither the law governing the trust nor the 
provisions of the trust instrument require 
amortization of premiums. It would seem, 
therefore, that there is no advantage in 
electing to amortize such premiums. 


War Insurance Not Required 


A recent decision by Supreme Court Jus- 
tice Brower in Brooklyn holds that a mort- 
gagee cannot compel an owner to obtain 
war risk insurance where the mortgage does 
not specifically provide for it or in the ab- 
sence of a clause empowering the mortga- 
gee to demand such insurance as he deems 
necessary. 
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Gifts — U. S. Savings Bonds May Be 
Subject of Gift Causa Mortis 


New York—Surrogate’s Court, Kings County 
Matter of Borchardt, New York Law Journal, 
December 2, 1942. 


A discovery proceeding was instituted by 
which it was sought to recover U. S. Sav- 
ings Bonds which had been given away by 
the decedent, as assets of the estate. It 
was determined that a valid gift causa 
mortis had been established, so that the only 
question was whether such bonds might be 
the subject of such gift. 

HELD: After reviewing the pertinent 
sections of Treasury Department Circular 
No. 530 issued June 1, 1942, particularly 
section 315.49, that such bonds could be the 
subject of a gift causa mortis, and that the 
Court having determined the rights of the 
parties in respect of the bonds, would extend 
its aid to the donee and compel the fidu- 
ciary to make good the gift by use of his 
name in its collection. 


a 


Investment Powers — Restriction to 
5% of Securities or Obligations of 
One Person or Corporation 


New York—Surrogate’s Court, New York County 
Matter of Scheftel, N. Y. L. J., December 3, 1942. 


Testamentary trustees were directed to 
invest not more than 5% of any trust estate 
for which the investment was being made in 
securities or obligations of one person or 
corporation. 

HELD: That the restriction was a con- 
tinuing one and that 

(a) In making the first investment in 
such security of any person or corporation, 
the trust fund is to be valued on the date 
of the making of the investment, and the 
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trustees may not invest more than an 
amount equal to 5% of the value of said 
trust fund on the date of the making of 
the investment. 

(b) If the trustees make a subsequent 
investment in such security or obligation 
of any person or corporation, the trust 
fund must again be valued on the date of 
the making of the subsequent investment. 
There must then be deducted from 5% of 
the value of the trust fund on that day the 
cost of the prior investment therein, in 
order to ascertain the amount that the 
trustees are permitted to invest on the sub- 
sequent date. 

(c) In making an investment in a se- 
curity or obligation of any person or cor- 
poration, securities of such person or cor- 
poration retained by the trustees, which 
were owned by the decedent and were not 
investments made by the executors or trus- 
tees, are not to be included in the calcula- 
tion of the permissible 5% and the trustees 
may make the investment without regard 
to the fact that they already hold such se- 
curities or obligations of said person or 
corporation. 

(d) In making an investment in secur- 
ities or obligations of any person or cor- 
poration, stock dividends of such securities 
which were owned by the decedent at the 
time of her death and delivered by the exe- 
cutors to the trustees shall not be included 
in the calculation of the permissible 5% 
and the trustees may invest in such secur- 
ities or obligations of such person or cor- 
poration without regard to the amount 
owned by the decedent at the time of her 
death or any additional amount received 
by way of stock dividends on securities so 
owned by the decedent. 

(e) If securities owned by the decedent 
and received by the trustees are exchanged 
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by them for new securities by way of re- 
organization or otherwise, such exchanged 
securities shall be treated as if they con- 
stituted the decedent’s securities. 

(f) The receipt or exercise by the trus- 
tees of any options or rights which require 
the expenditure of trust flunds, constitutes 
an original investment by the trustees. 


(zg) Where the trustees have made an 
investment in securities or obligations of 
a person or corporation up to the amount 
of the allowable limitation, and they subse- 
quently invest in additional securities or 
obligations of the same person or corpora- 
tion in excess of the 5% limitation, if the 
prior investment therein is disposed of by 
the trustees, the subsequent investment up 
to 5% of the value of the trust fund on 
the date of the making of such investment 
shall be deemed a permissible investment. 
If any loss is sustained by the trustees upon 
the disposition of the first investment by 
them, the amount of the loss shall be paid 
by them to the trust estate. 

(h) If the trustees invest in securities 
of a corporation up to the permissible limit 
of 5% of the value of the trust fund on 
the date of the making of the investment, 
such investment shall be a proper invest- 
ment regardless of the fact that the trus- 
tees already hold securities in a parent or 
subsidiary corporation. 

(i) If a purchase is made within the 
permissible limit of 5%, and on a subse- 
quent revaluation the security is shown to 
exceed 5% of the value of the trust fund, 
there shall be no obligation on the part of 
the trustees to sell securities to bring the 
investment within the 5% of the valuation 
of the trust fund. 


ee Ss 


Powers — Limitations — Trustee En- 
titled to Rely on Certificate of Trustor 


California—District Court of Appeal 
Dibblee v. Title Insurance & Trust Co., 130 P. 
2d 775 (Oct. 30, 1942). 


Defendant, Title Insurance & Trust Co., 
was Trustee under an indenture by which 
certain properties were transferred to it, 
securing investment certificates issued by 
National Thrift Corporation. The indenture 
permitted certification of certificates at any 
time when there was in the trust in cash or 
securities an amount equal in face value to 
110% of cancellation value of outstanding 
certificates. Trustee was not permitted to 
certify certificates when the trustor was “to 
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the knowledge of the trustee” in default. 
Indenture permitted the trustee to rely on 
certificates, etc. by trustor as to facts upon 
which trustee was required to act. Judg- 
ment for defendant affirmed. 


HELD: Showing of mere shortage of 
assets at given time insufficient to establish 
breach of trust on trustee’s part. It could 
rely on statements of trustor in absence of 
proof of actual knowledge of shortage. 
There being no evidence of any such knowl- 
edge, non-suit properly granted. 


Taxation — Estate & Inheritance — In- 
cidence of Succession Duties Where 
Disposition is Altered by Order Under 
Dependents’ Relief Act 


Ontario—Supreme Court 
Re Dunn Estate, 1942 Ontario Reports, page 645. 


This was an appeal under section 31 of 
The Ontario Succession Duty Act, 1939, by 
the executors and the widow of a deceased 
person from a Statement of Duty payable 
by the widow. The decedent died in 1933, 
leaving a will whereby he directed his 
trustees to pay his widow the sum of $200 
each month. On an application by the 
widow, under The Dependents’ Relief Act, 
1929, an Order was made by a Surrogate 
Court Judge that there should be paid to 
her out of the income of the estate a further 
annual sum of $5,600 and that she should 
be entitled to the life use and occupation, 
free of rent, of the residence occupied by the 
deceased at the time of his death, and of 
the furniture contained therein. 


In a revised Statement of Duty, the On- 
tario Treasury Department assessed the 
widow for succession duty in respect of the 
new value of her annuity and the value of 
the life interest in the house and furniture. 
The appeal was against the assesment so 
made. 


HELD: The widow’s maintenance allow- 
ances under The Dependents’ Relief Act 
constituted neither a “succession” nor 
“property passing on death,” and the Order 
made under that Act constituted neither a 
“disposition” nor a “devolution by law,” 
within the meaning of The Succession Duty 
Act, which was the statute governing the 
widow’s liability for duty. The appeal 
was therefore allowed with costs. 
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Taxation — Income — Liability of Par- 
ent-Grantor for Tax on Income of 
Trust for Minor Children 


United States—Supreme Court 
Helvering v. Stuart, decided Nov. 16, 1942. 


For comment on this case, see p. 51. 
——— Qe 


Wills — Probate — Revocation by Sub- 
sequent Will 


California—District Court of Appeal 
Re Shute’s Estate, 181 P. 2d 54 (Nov. 16, 1942). 


Alice Shute made a 1930 will, leaving to 
her brother-in-law Otie “$25.00 a month 
while he needs it,” residue to her three sis- 
ters and her brother Alexander. In 1937 
she executed a second will, giving Otie 
$25.00 a month during his life,” to other 
persons certain legacies, to her brother 
Alexander $25.00 a month for life, residue 
to her three sisters. The will contained no 
express revocation clause. After Mrs. 
Shute’s death in 1940, the second will was . 
not found, but a copy was produced. Both 
wills were holographic. Lower court found 
that the second will was destroyed by de- 
cedent with intent to revoke it. 

QUESTION: Was the first will revoked 
by the second? This depended (Probate 
Code, Sec. 72) on whether second will con- 
tained “provisions wholly inconsistent with 
the terms of the prior will.” 

HELD: Provisions of the two wills are 
not so inconsistent as to cause the second 
to revoke the first, but second was in effect 
a codicil and the first was admissible to pro- 
bate if the second was revoked. 

NOTE: This seems to be a border-line 
case, under various earlier cases, some of 
them referred to in the opinion; holding that 
a later writing making a complete disposi- 
tion of all decedent’s property is a revoca- 
tion of an earlier will. A complete disposi- 
tion was here made by the second will. 


eA Virginia institu- 
tion, established in 
1865, with thoroughly 
organized, up-to-date 
trust facilities. 
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